et nt LTT LEO St Cay cn See .- nl > Aaa alt em 


DY W(OF WAN VACO).VADEND)) MD \'L0) <0) 


QUARTERLY REVIEW 


ROME 


——— 


BANCA NAZIONALE DEL LAVORO 
QUARTERLY REVIEW 


No. 41 June 1957 
Contents 
EmILe JAMEs -The Theory of Money in France since 1945 . 139 
Marto Banpini -Six years of Italian Land Reform . . . . 169 
Arrep Roux -Long and Medium Term Industrial Credit in 
aa ee ee a a a 


G1aNnNINo Parravicint - Outline of a Monetary Approach to the Theory 


of Tax Incidence. . . 1. «© «© « « 2% 


The Banca Nazionale del Lavoro assumes no responsibility for opinions or facts stated 
by authors whose contributions are published in the present Review. 


All communications regarding the Review should be addressed to Banca Nazionale del 
Lavoro, Ufficio Studi, Roma, Via Vittorio Veneto, 119. 


Editor: Dott. Lutct Certani - Ufficio Studi, Banca Nazionale del Lavoro 








The Theory of Money in France since 1945 


The past thirty years have, as readers will be aware, witnessed 
great changes in the theory of money. There can be little doubt 
that the most interesting contributions in this field have been the 
work of British or Swedish economists. The conception of monetary 
equilibrium, the Cambridge equation, “ Marshallian K ”, liquidity 
preference — most of the major themes round which international 
discussions have revolved are due to compatriots of K. Wicksell or 
Lord Keynes. Even the extremely interesting research by contem- 
porary Dutch economists on neutral money may be said to stem 
from the Wicksellian conception of monetary equilibrium. We 
must, at the outset, pay tribute to the efforts of these great pioneers. 

But it would not be fair to pass over less striking ventures and 
to fail to point out that the traditional subtlety and canniness of 
the Latins have produced important papers. Sooner or later, to 
take one example, there will have to be a stock taking of the con- 
tribution made by Italian economists, and all the indications 
are that these will add up to an impressive total. In the same way, 
there would appear to be much to be said for recapitulating the 
most important developments due to my French compatriots 


since 1945. 


|. Discussion Between the Two World Wars 


First of all, let us see what point French monetary theorists 
had reached prior to 1945. 

The concrete problems with which they were most concerned 
between the two world wars were those relating to the return to 
the gold standard after a strong bout of inflation and the mainten- 
ance of that standard in a depression. The theoretical counterpart 
of these questions was the resumption of the old quarrels between 
nominalists and metallists and between supporters and opponents 
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of the quantity theory. But, whereas in other countries these two 
arguments were often kept apart, and it was not unusual to come 
across economists, who, though nominalists, nevertheless believed 
in the quantity theory, in France there has always been a link 
between the two issues. Those economists who continued to uphold 
the monetary traditions of the nineteenth century have always 
believed both in metallism and in the quantity theory, while, in the 
opposite camp, the nominalists have unfailingly come out against 
that view. 

About 1930, then, there were two groups, one still carrying 
on the traditions of the nineteenth century (1), the other composed 
of economists who felt that the facts warranted a more advanced 
attitude. 


(a) The traditionalists held that any currency is made up in 
essence of gold coins and that that metal never derives any benefit 
from being minted. It remains a commodity “like the rest” and 
its purchasing power is not thereby modified. The other means of 
payment (bank notes, whether convertible or not, current account 
bank balances) are mere “ Ersatz” for money. This, in substance, 
was the point of view of the metallists. 

These economists believed, too, in the quantity theory. That 
is to say, they thought there was a close link, both in the short and 
in the long run, between issues of money and the movements of “ the 
general price level”. Their main argument was that, since money 
is a commodity like any other, a plentiful supply of it ought to 
lead to a reduction in its value, that is to say to an increase in 
the prices of all commodities measured by the monetary unit. 

Nevertheless, when confronted with the facts, most of the 
advocates of the quantity theory had begun to water it down. 
Some of them stopped speaking of a causal relation between the 
movements of issues and those of prices and admitted that the 
initial source of movements might possibly be found in prices and 
that thereafter the money in circulation adjusted itself accordingly. 
Most of them gave up the idea of a strictly proportionate relation 
between the two sets of movements, and expressed doubt as to 


(1) We are well aware that, all through the nineteenth century, there were those who 
revolted against the prevailing doctrine (e.g. bimetallists, supporters of credit expansion) but 
they never succeeded in having their views accepted. They were always regarded as heretics. 
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whether issues could influence the movements of all prices equally. 
They all admitted that account had to be taken not only of the 
quantity of money issued but also of its velocity of circulation. In 
fact, in the face of the evidence, they ended up by accepting the idea 
that “ Ersatz” forms of money played a part in determining prices, 
but, since this could not be explained by the idea of money as a 
commodity, they argued that these Ersatz forms increased the 
velocity of circulation of real money or, alternatively, that, when 
these were issued in excessive quantities, there was a fall in the 
amount of gold which they represented and that, in this way, 
they no longer bought as many ordinary goods. Some economists, 
departing froms strict metallism, ended up by allowing all means 
of payment to rank as “ money” 

It should be added that these traditionalist economists did not 
analyse the demand for money. Walras, it is true, had conducted 
his research along these lines but that great pioneer has, as is 
notorious, never been much heeded in his own country. As to the 
Austrian economists who had already shown an interest in this 
problem, they were known only to a handful of specialists at the 
time when Aftalion drew attention to their work. 

Lastly, the French economists in this first group never really 
contemplated the possibility that issues of money might influence 
variables other than the price level. They were far from imagining 
that this influence might also make itself felt on the level of activity 
or on the volume of real production. For them, money was 
“neutral”. It might possibly act on the facade constituted by 
the general level of prices, but it certainly did not possess the power 
to modify the real factors in the economy. 


(b) It was against this body of doctrine which remained faith- 
ful to nineteenth century thought that the opposition campaigned. 
The most notable economists in this trend were Bertrand Nogaro 
and Albert Aftalion. 

The first target of their attacks was “ metallism” which they 
subjected to a fairly drastic critical review. The “ nominalism ” 
of the French economists, however, did not at that time extend its 
strictures to the gold standard. On the contrary, they defended it, 
generally speaking, against the charges levelled at it by certain 
Anglo-saxon economists at the time. The fact was that, in 1925, 
France wanted to go back to gold and, during the slump, i 
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was one of the last countries to remain faithful to the “ gold 
block”. The vital contention of French nominalism, then, was 
that money does not require any metal backing (2), and that such 
backing, when it exists, no longer behaves like an ordinary com- 
modity. Just as the value of silver had been stabilised by the 
bimetallist system, that of gold is both stabilised and increased, 
under monometallism, by being minted. This analysis of the nature 
of money was perfectly compatible with the view that “ good” 
money is usually either metal or convertible into metal. 

Criticism of the quantity theory was much sharper. Bertrand 
Nogaro, for example, thought that price movements were not 
strictly dependent on those of issues of money, and that, in certain 
cases, an excess of issues might even lead to a drop in prices as 
the credit mechanism came into play. For he argued, when credit 
is plentiful and cheap, money is abundant, production is stimulated 
and costs lowered, except where the growth of the economy is 
arrested. This increase in production and reduction in costs may 
lead to a fall in price. Nogaro doubtless made it clear that this 
extreme situation could only occur: fairly seldom. But he always 
contended that in more normal circumstances the price increase 
caused by an expansion of issues need not be proportionate to it 
and that it was unequal from one market to another, so that the 
conception of “a general price level” was quite unscientific. In 
any case, he held that issues can always give a fillip to economic 
activity and that a price increase can only take place where activity 
is arrested by a bottleneck and is stagnant. He was thus led to 
regard price increases as a phenomenon which is not automatic or 
necessary but contingent. About 1935, during the slump, the 
“monetary expansionists ” (3) adopted these arguments with great 
gusto, but without the necessary prudence or rigour. Since they 
did not indicate the limitations of the effect of the issues as a tonic 
to activity, they ended up by indulging in extremely dangerous 
pleas for the expansion of credit. 


(2) As far back as 1887, Marcet Monon had said that, for anyone possessing it, a 
franc was not a certain weight of gold but a certain power to purchase bread, wine or 
tobacco; that no person holding a franc knew its weight in gold but was well aware of 
what it would buy. This argument has since then been exploited by all nominalists. 

(3) Cf. the works of Atserr Despaux, completely forgotten nowadays, and certain 
echoes of this theory in the columns of the stock exchange journal L’Information in 1935 
and/or 1936. 
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Bertrand Nogaro cut at the roots of the quantity theory but, 
in our opinion, he did not succeed in reconstructing a new overall 
theory on its ruins. It is to Albert Aftalion that credit must go 
for having worked out the most important theoretical analysis in 
France in the inter-war period (4). Taking as his starting point 
the writings of the Austrian school, and in particular those of von 
Wieser, he began by developing a “theory of income” according 
to which the value of money is determined by the marginal utility 
of our money income, but he was not satisfied with it. He therefore 
replaced it by a “ psychological” theory of money and contended 
that the value of money was mainly dependent on the subjective 
appreciations (hopes or fears) of economic units regarding its future. 
When there is a belief that the value of the monetary unit will fall, 
the “ rush towards real values” leads to an immediate drop; belief 
in an imminent appreciation, on the contrary, immediately sets in 
motion a rise in its value. Thus, attention was drawn not only 
to the quantitative factors which were expounded by the traditional 
theory and whose influence Aftalion did not deny but also to the 
effect of certain other “ psychological” or qualitative factors. In 
this way, the pure quantity theory was abandoned and the way 
opened for a new approach (5). 


(c) Of the two groups of economists in question, it was 
undoubtedly the latter who were in the right. Their analyses were 
more complete and took fuller account of contemporary pheno- 
mena. Nevertheless, a number of their propositions appeared 
somewhat dangerous. Was it not possible for the alluring doctrine 
of a “forward monetary policy” to cloak itself in their authority? 
In actual fact, the economist with the greatest following in the 
inter-war period was Charles Rist who owed his prestige, not to 
the clear cut logic of his reasoning, but to his cautious intermediate 
position between the two conflicting theories and to the care with 
which he avoided a systematic presentation of his views as a whole. 

Charles Rist’s ideas were, there is no doubt, very close to those 


(4) Cf. especially Monnaie, Prix et Change, first edition, Sirey, 1927. A new edition 
was brought out by Sirey in 1948 and 1950, with the title La valeur de la monnaie dans 
l’économie contemporaine. There are two volumes, of which the first is called Monnaie, 
Prix et Change and the second Monnaie et économie dirigée. 

(5) Aftalion was a forerunner of the modern theories of “ behaviour” and of the 
theories based on “ elasticities of expectations ” (cf. below). 
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of the metallists. He regarded money as essentially metallic and 
paper money as a dangerous experiment. Forms of credit con- 
vertible into gold, such as banknotes or current account balances, 
were not, in his view, really money. The fundamental function 
of money (too often forgotten by academic experts) was that of a 
store of value, and hence he concluded that gold alone was fitted 
to play a monetary role. He reminded nominalists that non-metallic 
monetary systems had both emerged and even managed to survive, 
but he pointed out that these systems had originally been based on 
gold and could not have been created without that backing (6). 
He untiringly defended the gold standard against its critics or 
against the countries who claimed to be faithful to gold but refused 
to play the gold standard game (7). Nevertheless, Charles Rist’s 
position was much more that of a “ metallist” than of a “ quan- 
tity” man. Although he never virulently attacked the quantity 
theory, it must not be forgotten that he always came out against 
the “logician” Ricardo, who was a fervent protagonist of this 
theory, and in defence of Tooke, because that economist had shown 
that issues of money are often determined by a previous price 
movement. Particularly in his work on “ La déflation en pratique ” 
(Deflation in practice), Charles Rist showed that, even after periods 
of rising prices, it was possible for “inflationary residues” to 
persist. Currencies might be up-valued without the floods of 
previously issued money being reabsorbed, and other currencies 
might be stabilised without the issues being completely stopped. 
Recovery by the restoration of confidence was as certain as the 
purely quantitative reduction in the fiduciary circulation. One 
wonders whether Charles Rist ever realised the extent to which 
his writings on inflationary residues ran counter to the strict tenets 
of the quantity theory. 

These, then, were the main positions taken up by the leading 
economists of the pre-1940 epoch. French thinkers seemed at that 
time to waver between traditions which were, politically speaking, 
in favour of sound money but which were based on inaccurate 


(6) We believe, however, that this did not really answer the arguments of MoncIN or 
Nocaro. The origin of monetary systems not based on metal is unimportant. The fact 
remains that they are able to survive without it being possible to say what quantity of gold 
is represented by the monetary unit. 

(7) Cuartes Rist, “La question de l’or”, Revue d’Economie Politique, November, 
1930. “Le mécanisme de l'étalon-or a-t-il été faussé? ”, idem, 1932. 
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analyses, and newer theories based on more correct and complete 
ideas but which could be put to bad political uses. Veering between 
these two groups, Charles Rist was the man behind French mone- 


tary policy. 


ll. Developments Since 1945: Three Main Groups 


Since 1945, there has been a great change in the scope and 
atmosphere of the discussions. 

The concrete problems to be answered are both many and 
new. First and foremost the causes of inflation must be explained 
and means found to stop it. Then, too, France has been forced to 
concern herself with questions arising out of her membership of 
international payment systems which do not necessarily involve 
the restoration of the gold standard. She has been constantly 
searching (and still is) for exchange parities which will stimulate 
the expansion of her economy, or, at the very least, will be 
compatible with such an expansion. She knows that the restoration 
of the convertibility of the franc is conditional on the nation find- 
ing a good par exchange rate. Lastly, the advent of a new system of 
credit control (the institutionalisation of the “ Central Bank ”) and 
of cover for credit operations (discount ceilings and minimum 
purchases of Treasury paper, beginnings of an “open market ”) 
has also led to a great deal of discussion. 

This controversy has entailed a revision of the basic concepts 
of the general theory of money; the main modifications have 
centred on the following points: 1) the essence of “ nominalism ”, 
that is, the idea that money need not be metallic, now seems to 
be generally accepted, but there is still some debate as to whether 
“good” money is not bound to be metallic and as to the virtues 
of the gold standard; 2) the quantity theory has been revised 
in the sense that, while no one denies the connection between the 
quantity of issues and price movements, other factors affecting - 
these movements are now brought in. A start has been made on 
the study — somewhat neglected in the past — of the demand 
for money. Moreover, there is a growing tendency to drop the 
more rigid forms of this theory (such as causality, automatic func- 
tioning, proportionality); 3) more and more attention is being 
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paid to the influence of monetary policy on variables of the economy 
other than the general trend of prices. It is generally admitted that 
money, which is definitely mot neutral, can distort certain real 
factors (such as the level of activity or of global income) in the 
operation or structure of the economy using it. 

Our aim is to summarise the attitudes of the French monetary 
experts towards these major problems, whether in deliberately 
theoretical or non-topical works or in connection with concrete 
‘issues. It would seem that French economists may be classed 
under three headings: 

1. Even nowadays there are still economists who have remained 
faithful to the basic ideas which, at the beginning of the twentieth 
century, underlay “orthodox” economics. This term will be 
applied to them from now on. 


2. Other economists feel that they must cut free from classical 
thought and are searching for new instruments of analysis, whether 
created by them or borrowed from abroad. This group will be 
termed “ heterodox economists”, a label which does not a priori 
imply either criticism or approval. 


3. We feel that certain specialists in national accountancy 
should be given separate treatment. These experts, while not 
specifically out to improve monetary theory, have nevertheless in 
the course of their studies incidentally made important contributions 
to that theory. 


1. The «Orthodox» Economists 


In the pages which fellow the term “orthodox school” will 
be used as conveying merely a relative degree of fidelity to what 
was regarded at the beginning of the twentieth century as being 
the true doctrine about money. We do not wish to imply that the 
“orthodox” school has always been right. In all sciences, what 
was heterodox today will often be orthodox tomorrow. Nor, 
conversely, is the “ orthodox ” school of today lacking in originality. 
On the contrary, we believe that, faithful as they have been to a 
certain metallism and to a certain form of the quantity theory, they 
have justified their point of view by new arguments or modified the 
formulas and the political conclusions of classical economics and 
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even broken fresh ground. That is their claim to serious considera- 
tion. And here, in our view, are their main contributions: 


A. Even after 1945, the defence of the gold standard as a 
basic principle has been one of the major preoccupations of a 
number of leading economists such as Charles Rist, Louis Baudin 
and Jacques Rueff. But the arguments on which they rest their 
case are not quite the same as before the war. Charles Rist alone, 
both after 1945 and before 1939, propounds the idea that the 
essential function of money is to be a store of value and that gold 
alone is capable of adequately fulfilling that role. 

The other economists are not quite so downright. For one 
thing, they agree to regard as money the various non-metallic 
means used to conduct trade (e.g. bank notes or current account 
balances). For them, the “money market” is the place where 
liquid assets can be obtained in whatever form. In addition, if, 
out of all the forms of money, gold alone or credits convertible 
into gold appear to them to constitute “ good” money, an increase 
in the quantity thereof is no longer effected in the same way as was 
the case in the thirties. 


1. The gold standard, they argue, is the monetary system best 
suited to a free market economy, and to that economy they are 
extremely attached. In a system of that type, everyone retains the 
liberty to spend as much as he wants and when he wants. He 
therefore has at his disposal an excellent means of hoarding which 
enables him to space out his purchases in time as he pleases and 
to give to his assets a form which it is not within the caprice of 
a government or bank to depreciate. 


2. This school also affirms that the gold standard is alone 
capable of achieving a permanent automatic equilibrium in interna- 
tional payments and at the same time an automatic regulation of 
domestic monetary markets. This idea would seem to be borrowed 
from Ricardo. Nevertheless, there is a difference between the 
modern view and the nineteenth century outlook. Whereas, in 
Ricardo’s day, people believed in an equilibrium in international 
payments obtained by movements of metal, modern writers no 
longer imagine that these can be relied on exclusively, and stress is 
laid on the regulative role of variations in the rate of interest and 
especially in the discount rate. At the same time it is contended 
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that, under the gold standard, variations in that rate are bound to 
take place at the right moment and in such a way as to restore 


the balance (8). 
3. It is generally held, too, that the gold standard is the only 


system capable of protecting modern economies against the demagogy 
of full employment or against the distribution of “ fausses créances” 
(spurious commitments). Unless the currency is backed by gold, 
all these experiments end up in the currency being depreciated and 
becoming “/’égout collecteur des fausses créances” (the central drain 
for spurious commitments) (9); but this sanction is only effective 
when the commitments fall due; under the gold standard, such 
spurious commitments are not even possible since they would quickly 
mean the end of convertibility. 


4. True, those taking up the cudgels for gold have not for- 
gotten the criticisms of its scarcity and maldistribution during the 
slump. But they do not accept them. They are convinced that, if 
the gold standard could function without any restriction (and even 
without the restrictions accepted under the gold exchange standard 
system) each country could automatically ensure the equilibrium of 
its international payments, so that there would be no movements 
of “hot money” over any substantial period. 

And that is why all these economists are not content with a 
purely theoretical apology for the gold standard but demand the 
return in practice to the convertibility of currencies into gold and 
are convinced that this would be possible in a fairly short space of 
time. 


B. The case for the quantity theory is put forward with less 
vigour than that for gold. On the whole, the criticisms of Nogaro 
and Aftalion have had their effect and the quantity theory is now 
always qualified, even by its advocates, by certain specific reserva- 
tions of which the main ones are as follows: 


1. As far back as 1925, Francois Divisia had subjected the 
conception of the general price level to a severe scientific analysis (10) 


(8) Cf. for instance in the Revue d’Economie Politique, p. 1, the article by Jacqugs 
Ruerr, “La régulation monétaire et le probléme institutionnel de la monnaie ”. 

(9) Cf. Jacques Ruerr, “ L’ordre social ”, Paris, Sirey, 2nd edition, 1945. 

(10) Cf. in the Revue d’Economie Politique for 1925 and 1926 “ L’indice monétaire 
et la théorie de la monnaie ”. 
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and had shown that the rise in prices in the event of inflation might 
vary from one market to another. The studies carried out by him 
since 1945 in collaboration with MM. Dupin and René Roy “in 
quest of the lost franc” (11) stress the “dispersion of prices”, 
that is, the disparities between the movements of various prices 
and have established that certain increases in price may sometimes 
take place earlier than issues of money which will merely consolidate 
them (12). This means dropping the idea that there is a causal 
relation between issues of money and price movements. It also means 
admitting that monetary disturbances modify the structures of 
income distribution, and hence that money is not neutral. Now, 
the whole quantity theory had been built up on the idea that 
monetary disturbances modify only a facade, the “ general level of 
prices ”, as if, in the event of inflation, it was only the measuring 
rod that changed. 


2. Louis Baudin, too, gave up the idea of a causal relation 
between issues of money and price movements, and also that of a 
proportionate relation between these two series of movements. Does 
he not in his book “ La monnaie et la formation des prix ” (Money 
and price formation) (13) admit that “causal form” is merely one 
possible formulation of this theory among many and that, whether 
this formulation or any other is adopted, price variations may be 
agreed to be not proportionate to those of issues of means of 
payment? 


3- It seems, however, that it is Charles Rist most of all whose 
ideas have evolved since 1945. It has been seen above that the 
conception of “ inflationary residues ” could not really be raconciled 
with the pure tenets of the quantity theory. Since the end of the 
war and till his death in 1955, Charles Rist did not seem very 
convinced that this theory could be confirmed in the short run. 
He appeared convinced only that, in the very long run, price move- 
ments depended on the volume of gold output (14). Moreover, in 


(11) Drvista Dupin and Roy, A la recherche du franc perdu, des Editions “ Hommes 
et Mondes ”, 3 vols, 1955-56. 

(12) Cf. p. 78 of that work. 

(13) Cf. the 2nd edition of that work, Sirey, 1947, p. 512. 

(14) The same idea is brought out by P. Diererten, “ The quantity theory is almost 
always proved wrong in the very short run. It is broadly confirmed in the long run”. 
(Extract from a draft article by P. Drererten for one of the forthcoming bulletins of the 
National Bank of Belgium). 
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analysing the causes of the post-war French inflation, he attributes 
it above all to over-investment. Thus, in his opinion, price increases 
should not necessarily be linked to an expansion of the money in 
circulation in the strict sense of the word. They might be due to a 
disequilibrium between certain real factors in the economy or to 
a bad use of income (excessive consumer expenditure or investment) 
or again of certain characteristics of commodity production (e.g. a 
shortage). 


4. In the same way, Jacques Rueff, in his efforts to evolve a 
dynamic theory of money in his “Ordre Social”, seems to have 
been trying to replace the old quantity theory — which was 
definitely too static and simple — by a new instrument of analysis 
— the theory of “ spurious commitments” and “ spurious claims ”. 
Was not his aim to go beyond the pure quantity theory and to try 
to ascertain, behind the issues of money, the causes of the gap 
between the mass of liquid income offered on the market and that 
of the goods available for sale? Or was it perhaps also to show the 
importance of income distribution on price trends? If it is remember- 
ed that this economist has always stressed the effect on prices of 
any gap between the funds needed and those offered by the 
banking system, we may conclude that, in his view, the value of 
the monetary unit does not depend solely on the issues of means 
of payment but on a certain number of other factors such as the 
overall supply of other goods, the demand for money by those 
using it, the distribution of means of payment and the way in 
which they are expended. In this way, light is shed on factors 
not covered by the quantity theory in the strict sense of the term, 
some of them objective (such as the level of the overall supply of 
goods) others subjective (such as the desire for funds). This does 
not really run completely counter to the quantity theory but it does 
complete, quite independently, the old formulations thereof. It is 
easy to see, therefore, why in his latest studies, Jacques Rueff does 
not regard quantitative restrictions as absolutely indispensable in 
order to ensure the strengthening of a currency. In the event of a 
return to gold, he feels, a qualitative control might be sufficient, 
so that only then would the monetisation of “real debts” (15) 
take place. 


(15) Cf. for instance the end of the 1951 article quoted above. 
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To sum up, the adjustments to the quantity theory carried out 
by those economists still claiming to support it may be defined as 
follows: price movements depend not so much on issues of money 
as such as on the use to which those holding money put it (16). 
Price movements are considered, not so much as automatic, and 
more as human, phenomena. 


C. The writings of the “orthodox” school are characterised 
by other traits including one which is not unimportant. They do 
not think that the monetary authorities are able to determine the 
volume of the mass of money in circulation. 

Thus, Charles Rist, both before and after the war, has often 
stated that no deliberate attempt at monetary expansion could bring 
about a revival after a period of depression. He argued that the 
banks could not take the lead as regards the distribution of credit; 
they could merely respond to appeals by the businessmen. It 
followed that, in a boom, they were in a position to check price 
increases but not, in a depression, to enable the economy of a 
country to absorb means of payment which that economy did not 
want (17). 

Jacques Rueff has expounded the same idea much more syste- 
matically. “I have often”, he writes (18), “ seen the Bank of Issue 
become worried at the variations in the circulation and try to 
counteract them. I noticed that these variations responded only 
sluggishly to its wishes. At no point did I have the impression that 
the Bank of Issue suceeded in varying the quantity of money”. 
And a little further on: “ Direct controls, the fixing of minimum 
subscriptions to Treasury Bonds or of ceilings for the granting of 
credit affect the quantity of money only to the extent, which varies 
widely, to which they do not provoke inverse reactions in the other 
processes which lead to the creation of new money. In any case, 


(16) Hence possibly, the fear of “ wage inflation” which is so acute among most 
of these economists. 

(17) It must be confessed that this reasoning has always seemed suspect to us. For, if 
one considers the economy as a whole, the demand for money seems to us to remain ex- 
tremely plentiful even in a slump. Especially if account is taken of the demand for hoarding 
created by the hopes of a drop in prices, it can be stated that the demand for money in 
any economy is insatiable. What will be lacking, but only in a depression, is the demand 
for money based on sound guarantees, or at least deemed such by the banks. 

(18) Cf. in Revue Economique of July 1957 his article: “ Eléments pour une théorie 
du taux d’escompte et de la balance des comptes ”. 
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they do not directly determine the amount of issues”. On the 
contrary, this economist affirms that there is a “sovereignty of 
the users of money” and it is these users who by their reactions 
decide the volume of money in circulation. 

This assertion seems to us extremely important for it leads 
straight to another proposition. If the monetary authorities have 
no power to fix the volume of the money in circulation, they are 
also debarred from taking effective action as to the value of the 
monetary unit. Without explicitly formulating this idea, the 
“orthodox” school of monetary specialists, who are generally 
speaking liberals undoubtedly base their arguments on the idea 
of “the sovereignty of the users of money” in order to secure 
acceptance of their belief that no policy adopting a planned 
economy can work. Here, however, these economists come up 
against the objections put forward by all those who hold that, on 
the contrary, the monetary authorities have at least certain courses 
open to them by which they can influence the value of the currency 
and that the choice of exchange parities is not absolutely pre- 
determined. (See below). We believe that the latter school is in the 
right. Those holding money have so often been duped or disap- 
pointed in this century of inflation that it is not possible to believe 
in their “ sovereignty”. Even if we admit that their reactions are 
of the greatest importance, it must not be forgotten that these 
reactions may be greatly influenced by the steps taken by the 
monetary authorities. And there is no lack of examples of such 
controlled reactions in recent years. 


D. In the field of monetary policy, the orthodox school favours 
the devaluation of the French franc. Most of these economists 
have made statements on this point of varying degrees of caution. 
A number of them are prudent enough to believe that this step 
could only be decided on after a fairly lengthy preparation of the 
revival of production. Others, the bolder spirits, feel that devalua- 
tion would be sufficient to restore a stable monetary order, at least 
provided the authorities abstain from any further inflation. They 
are one and all convinced that devaluation is an essential prerequisite 
for a return to convertibility but that, once the franc has again 
become convertible, and if the rules of the game are applied under 
the pure gold standard system, there could be no further profound 
and lasting disequilibrium in the international balance of payments. 
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Unfortunately, this conviction rests on a certain number of 
highly debatable assumptions, to wit: 1) the belief that there is no 
really structural balance of payments deficit; 2) the idea that the 
price-elasticity of imports and exports is very high and hence that 
devaluation can only have “normal” and not “ perverse effects ” 
(worsening of the terms of trade of the country devaluing); 3) lastly, 
the conviction that on the foreign exchange market there can only 
be-one par exchange rate, i.e. the parity of the respective purchasing 
powers. At bottom, this approach flows from the robust optimism 
common to all liberals who are convinced that, given the free play 
of the market (and hence the gold standard system) the mechanism 
of adjustment automatically creates an equilibrium. It will be seen 
a little further on that a study of the facts has led the non-orthodox 
economists to adopt a much less hard-and-fast approach. 


E. Lastly, most “ orthodox” economists have no great faith 
in the action of money on the level of activity and on the other 
real variables of the economy. It has already been shown that, at 
least in their theoretical analyses, they were almost exclusively 
interested in the “ general price level”, that is, that they did not 
credit money with any distorting influence except on the nominal 


estimate of the national income. In their eyes, inflation and defla- 
tion only distort the means of measure. 

We must, however, be careful not to generalise. For certain 
economists who regard themselves as “ orthodox ” have left classical 
thought behind on this point. Two instances of this tendency 
may be cited. 

Louis Baudin (19) has clearly realised that money has a special 
value, that it “is worth more than the sum total of goods to which 
it entitles the holder”. Thus, our friend and colleague is gradually 
coming round to the idea that cash assets constitute a privileged 
form of possessions and that money may be in demand for its own 
sake. He has not, however, gone to the length of asserting that 
the origin of the preference for assets in the form of money flows 
from its “liquidity” but he comes very close to that idea when 
he points out that money is a commodity “the purpose of which 
is indeterminate ”, and which confers on its owner the privilege of 
freedom of choice. 


(19) Cf. La monnaie et la fonction des prix, 2nd edition, p- 367. 
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Now, if it is admitted that money may be in demand for its 
own sake, the next step is of necessity that of studying the reasons 
for the demand for money and for the action which the fluctuations 
in this demand may have on prices and also on the other variables 
in economic life. And this is precisely the course taken by Louis 
Baudin. True, he is too cautious to talk explicitly of a clear cut 
action of issues of money on the real constituents of the economy, 
but he has at least admitted, thereby going beyond Fisher’s theory, 
that the quantity of money might affect the curve of transac- 
tions (20), and even that an increase in the means of payment 
might expand the supply of goods at the same time as the demand 
for goods (21). It may be this which has kept him from adhering, 
as has been shown above, to too binding a formulation of the 
quantity theory. 

It would appear that Alfred Pose has gone even further (22), 
so that he could be classed among the “ heterodox” economists, 
did he not regard himself as being very close to the classical doc- 
trines. For his criticism of the “ principle of inertia” (23) proves 
to the full his conviction that the monetary authorities can, by 
means of issues at the right moment, stimulate production and the 
growth of the national income. The expansion of credit does not 
inspire him with excessive terror. He feels that it can, in certain 
circumstances, set in motion a drop in prices “as a result of the 
influence of monetary expansion on the supply of goods” (24). 
He regards the mission of the banks as that of ensuring stability 
in business rather than in prices (25). That takes us a long way 
from the classical theories of money. 

Let us, then, try to take stock of the main contributions by 
the “orthodox” economists of our age to the theory of money. 
All these economists hark back with nostalgia to the gold standard 
and to the time when equilibrium was effected automatically. But 
they now expound a much more elastic form of the quantity theory, 
which no longer appears to them to account for the part played 
by money. The quantity of means of payment in circulation is 





(20) Cf. La monnaie et la fonction des prix, p. 518. 

(21) Op. at., p. 536. 

(22) Cf. La monnaie et ses institutions, Paris, Presses Universitaires de France, 1942. 
(23) Op. ait., p.844. 

(24) Op. cit., p. 848. 

(25) Op. at., p. 879. 
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not the only factor to determine price trends. (The use made of 
these means and the psychology of the persons holding them are 
at least as influential as the quantity itself). Moreover, the quantity 
acts on other variables besides prices. The conclusion may therefore 
be drawn that the old theory should be, perhaps not completely 
abandoned, but thoroughly overhauled. 


2. The «Heterodox » Economists 


But there are other writers in France, generally younger ones, 
who are not concerned with preserving their orthodoxy. On the 
contrary, they seek a factual basis for a more concrete theory of 
money. A priori, these “ heterodox” writers are not worried about 
the same points as their elders. Thus, they do not regard it as 
essential to dwell on the virtues or defects of the gold standard. 
Whether they are in favour of it or not, they hardly mention it. 
Their main preoccupation is to make a correct analysis of what 
happens in the event of a “ monetary disequilibrium ”, especially 
in inflationary conditions, whether open or repressed, or, to put 
it a different way, to explain the part played by money in deter- 
mining activity and prices. But they are perhaps even more inte- 
rested in its influence on activity than on prices. This is no doubt 
why, although they borrow frequently from the theories of Nogaro 
and Aftalion (always, however, with the intention of widening 
these economists’ theories), they make even greater use of the works 
of the great foreign masters who, from Wicksell to Keynes, via 
the marginalist school, have endeavoured for the past fifty years to 
fit the theory of money into the wider framework of value and 
of economic fluctuations. 


A. At the outset of this development, we must place the two 
extremely concentrated studies of Francois Perroux published in 
1943 in the review “Economie Contemporaine” entitled “De 
l’intégration de la théorie de la monnaie a la théorie générale des 
biens ” (On the integration of the theory of money into the general 
theory of commodities). The most interesting ideas advanced in 
that article and those which had the greatest theoretical impact in 
the following years were as follows: 

When he wrote these studies, Frangois Perroux was mainly 
interested in the problems discussed by the great Austrian margi- 
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nalist thinkers and by certain British economists. The former, it 
may be remembered, had raised the question whether money was 
really a commodity and whether it had a value of its own as distinct 
from that of the goods it could buy. The latter, throughout the 
great slump, had taken a close interest in the influence of issues 
of money on the expansion of activity. 

Perroux answered the question raised by the Austrians by a 
clear “ yes”. Money is a commodity and even a special commodity. 
It has a particular usefulness of its own by virtue of its character 
of “liquidity”. Anyone with liquid assets has an advantage over 
someone with the same nominal value of non-liquid assets. He 
can buy what he wants, when he wants, without any argument 
about the value of what he offers in exchange. The owner of non- 
liquid assets on the contrary, must realise them before buying and 
then runs the risk of their depreciating. Money, therefore, is a 
sort of asset raised to a higher power. Hence the special demand 
for it, as distinct from that for the goods which it is subsequently 
possible to buy with it. It is not merely a “veil” concealing pur- 
chasing power, but a reality. It may therefore have a price (for 
example in the form of a rate of interest). 

We must then examine how this price is formed. According 
to Francois Perroux, the value put on money is based on the 
psychological reactions of the persons holding money. Aftalion 
had already made that point, but here Francois Perroux goes 
further than his master. Aftalion had merely had in mind the 
reactions of individuals. Perroux is thinking of the reactions of 
groups of persons holding money. For he sees that the different 
forms of money in demand cannot be treated “en bloc”, any 
more than the group demanding the money, or their reactions. 
In the last resort, the value placed on money is based therefore on 
the disparities between the reactions of the various groups demand- 
ing the money. And, as these groups try to forecast the future, 
this value is always very problematical, in the sense that certain 
groups are liable to be mistaken in their estimates and over- or 
undervalue money at any particular moment. 

This analysis of the demand for money is accompanied by an 
outline of a dynamic approach, not to monetary theory alone but 
to economics in general. That is, Francois Perroux’s aim is not 
to see how the value of money may evolve but how, under the 
impact of monetary factors, the economy may be transformed. 
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For he has no doubt that the monetary authorities, by their policy, 
can stimulate or check production or the redistribution of total 
income. 

Thus, this study does not merely answer the old Austrian 
problem as to the nature of money but has also the merit of raising 
a series of new questions. It has in effect opened up new avenues 
along which the researchers of the new generation could advance. 


B. For, the younger economists were to concentrate mainly 
on the study of the factors which, in an inflation, affect the value 
of the currency. 

It would seem that there is a tendency common to all the 
heterodox authors — the inclination to “ demonetise” the theory 
of inflation. 

On the one hand, inflation no longer appears as a mere mone- 
tary process, but as an overall phenomenon which has a bearing 
on the whole economy in its real operations and even in its structure 
by altering the level of activity and incomes and bringing about a 
redistribution of the latter, as well as increasing prices. 

On the other hand, these economists were no longer content 
to seek the cause of inflation in issues of money (whether fiduciary 
or scrip). There are inflations where there have been no issues, or 
which have preceded issues. If issues have in fact led to a rise in 
prices, the tendency is to conclude that they have only acted as a 
go between or a link. We have to try to discern, behind them, the 
basic causes of the rise in prices. They are to be found in real 
factors — excessive investments, excessive wage payments, subsidies, 
or “jobs for the boys”. Everything increasing liquid income in the 
hands of private persons enables them to step up their demand and 
therefore pushes up prices. Thus, between 1919 and 1945, the 
analysis of the causes of inflation has changed. In 1919, state bor- 
rowings from the banking system were made the scapegoat for 
inflation. Shortly afterwards, Charles Rist, speaking of monetary 
recovery, gave by and large, the following advice: “ Balance your 
budget and all other things will be added unto you”. Nowadays, 
the view is that any excessive distribution of monetary incomes 
tending to increase expenditure (whether on consumption or invest- 
ment) beyond a certain point entails an inflationary increase in 
prices, whatever the sector (be it State or private) in which the 
movement originated. Hence, the real source of the inflation which 
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has raged in France since the end of the war is no longer sought 
in banking policy or necessarily in the State’s finance. The culprit 
is now thought to be excessive investment in relation to national 
savings, or certain imprudent moves in wage policy. 

But, at this point, there is a divergence of views: 


(a) The first school of thought explains the process by which 
excessive expenditure causes inflation by drawing heavily on the 
theory of the “inflationary gap” outlined by Keynes in his 1940 
pamphlet “ How to pay for the war”, and subsequently developed 
by a number of American economists. For some young Frenchmen, 
as for their Anglo-Saxon masters, inflation stems from a gap 
between two masses — the mass of real consumer and investment 
goods and that of the liquid funds available for the purchase of 
these goods. This explanation has the advantage over the old 
quantity theory of showing that inflation originates in under- 
production or insufficient savings (and hence in the real factors 
of the economy) as well as in excessive circulation. Unfortunately, 
it is still very mechanistic, quantitative and undynamic. In other 
words, it pays little heed to the behaviour of people holding money 
(whether individuals or groups); the psychological reactions of 
these entities are hardly taken into account because they cannot be 
measured, and it shows practically no interest in the potential con- 
sequences over time of a monetary disequilibrium. Is this disequili- 
brium automatically reabsorbed by the mere fact of the increase in 
prices? (The early advocates of the “inflationary gap” theory 
seemed to believe so). Or does it not, on the contrary, lead to a 
spate of repercussions which, before they ensure a perfect adjust- 
ment, prolong or even aggravate that disequilibrium? 

These difficulties were clearly realised by young French econ- 
omists using the theory of the “gap”, such as Jacques Le 
Bourva, in his thesis (26) on “French post-war inflation ”. They 
were not unaware of the significance of the psychological reactions 
of people holding money, although they laid less emphasis on it 
than did the other economists with whom we will deal below. 
Their main concern was to make the theory which they took as 
their starting point more dynamic, particularly by talking of a 
gap, not between two masses, but between two flows. They also 


(26) Published by the Centre d’Etudes Economiques, A. Colin, Paris, 1952. 
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showed that the increase in prices consequent upon the inflationary 
gap existing at a given moment did not ensure the achievement 
of a stable equilibrium but unleashed a series of chain reactions 
which led to disparities and new disequilibria and might in certain 
cases bring about an almost uncontrollable hyper-inflation. The 
definition itself (27) given by, for example, Jacques Le Bourva 
shows the extent to which he regards inflation as a continuous price 
movement which does not come to a stop automatically and which 
is always difficult to master. 


(b) The other trend is represented by the “ behaviourists ”; 
it may be regarded as including economists such as Henri Aujac (28), 
Yves Mainguy (29) and Jean Gabillard (30). Clearly, what they 
have set out to study is not so much the origin of inflationary 
stresses (which may be caused by any initial gap between the total 
supply of and demand for goods) as the rhythm of the inflationary 
movement. What is it which accelerates or slows down that move- 
ment? How can it be stopped? To solve these problems, the 
behaviourists believe that they must bring in the psychology of 
people holding money and that the reactions of such people are 
decisive. They are careful, however, not to revert to the theory 
of the Austrian masters or of Aftalion in spite of the respect in 
which they hold them. Aftalion, in Aujac’s opinion, was unable 
to explain how simple individual psychological dispositions may 
determine an overall phenomenon such as a change in the value 
of money. It is not, therefore, in individual psychology that these 
analysts expect to find an explanation but in the behaviour of social 
groups. Aujac, for example, thinks that, when confronted by 
inflationary stress, social groups may behave in one of two ways 
— they may either break with the former monetary relationships, 
which means that, faced with a rise in prices, they will claim an 
increase in their income so as to maintain the same level of expen- 
diture, or else they will adjust themselves, that is, they will resign 
themselves to spending less. Inflation will spread more rapidly, 


(27) Cf. op. cit., p. 22. “Inflation is the cumulative process of price increases which 
results, during a given period, from the monetary struggle by the various economic entities 
in order to maintain or increase their real income or capital, although the volume of goods 
available in the economy is inadequate to satisfy all these demands simultaneously ”. 

(28) and (29) Henri Aujac and Yves Marncuy, “ L’influence du comportement des 
groupes sociaux sur le développement d’une inflation”, Economie Appliquée, April 1950. 

(30) La fin de l’inflation, Paris, 1953. 
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the more widely the dominant groups in a country’s economy try 
to maintain their purchasing power. 

This explanation is undoubtedly correct. It is, however, of 
little use in practice. It would only be so if it were possible to 
foresee the attitude which these ” groups’ would adopt and that 
would call for a profound knowledge of them. How, for example, 
should they be classified? Are they homogeneous bodies? Are 
they coherent? Are they rigid? Mainguy and Nyblen have, it is 
true, in the IsEa studies, portrayed the fate of money as depending 
on the outcome of a struggle between various groups. But the 
models with the aid of which they have tried to measure the reac- 
tions of social groups are still by no means fully worked out (31). 
Jean Gabillard, who thinks that inflation is a phenomenon reflect- 
ing economic fluctuations rather than a strictly monetary process 
has shown that it dislocates price movements and therefore creates 
disparities in the income trends of the different groups. But here 
again, since it is not possible to base the conclusions on more or 
less constant reactions of coherent social groups, this explanation 
has not furnished a very precise instrument for forecasting future 
developments. 


(c) Pierre Dieterlen seems to us to be most appropriately 
placed at the point of convergence of these two currents. He uses 
both their contributions but seems closer to the theory of the ” gap ” 
than to the behaviourist credo. 

For types of behaviour do not seem to him to be really mea- 
surable and, since the psychological reactions of persons holding 
money, whether individuals or a group, are always reflected in 
changes in the total supply of and demand for goods and cannot 
influence the value of money in any other way, Pierre Dieterlen 
prefers to study these changes themselves because they can be 
measured. This does not mean that Pierre Dieterlen has neglected 
the psychology of persons holding money. He even attaches the 
greatest importance to it, but his manner of studying it is by no 
means the same as that of the behaviourists. He makes use in the 
main of J. R. Hicks’ theory of elasticities of expectations but he goes 
further than his English colleague. He was tempted, to start with, 


(31) Cf. for instance the conclusion of the article by H. Aujac and Y. Marnouy. 
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to affirm that the rate of inflation depends on the magnitude of these 
elasticities, but he ended up by basing his analysis, not so much 
on the level of these elasticities considered as a whole, as on the 
disparities between the elasticities of the various economic units. 
In his view, these elasticities are never uniform. If they were, there 
would either be an immediate hyper-inflation (if the elasticity is 
greater than 1) or else (in the event of a negative elasticity) inflation 
would give way to a slump. For inflation to proceed at a moderate 
rhythm, the elasticities must be different; some persons holding 
money must believe in a further rise in prices, while others expect 
a fall. 

Is it not obvious that, in this analysis, Pierre Dieterlen is trying 
to “ compartmentalise ” the study of the reactions of persons hold- 
ing money in the same way as the behaviourists? He still, however, 
differs from the latter in a number of ways. For one thing, 
the types of behaviour which he studies are those of individuals 
and not of coherent and unequally strong social groups. Moreover, 
the flows studied by him are not of the kind which are trans- 
mitted from one social group to another. They are on the contrary 
determined by an economic function; they relate for example to 
the flow of consumption or of investment. This method is more 
precise and more suited to econometric exploration. But it is less 
effective as an instrument for investigating the basic causes of infla- 
tions, since it ignores the study of group reactions. It assumes that 
it is impossible to classify these groups and to identify each of them 
clearly. 

When all is said and done, the hallmark of the heterodox 
French economists nowadays is their refusal to be confined to an 
excessively mechanistic quantitative approach to inflation. 


C. These writers also differ from their orthodox elders by 
their relative scepticism as regards the automatic functioning of 
monetary mechanisms. They do not believe in the automatic res- 
toration of monetary equilibrium. They are more inclined to 
believe that inflation tends spontaneously to unleash reactions which 
speed up its rhythm, unless these reactions are checked by interven- 
tion of some kind. 

Moreover, as opposed to the over-liberal orthodox economists, 
they believe that the monetary authorities are not entirely helpless 
when it comes to controlling the value of a currency, i.e. to 
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influencing home prices or the rate of exchange. They are even 
convinced that these authorities can use money to plan the course 
of the real factors in the economy. In short, they do not believe 
either in the “ sovereignty of the users of money ” or in the neutrality 
of money. 

Let us see how they view the significance of inflation. Main- 
guy, Nyblen, Aujac and Gabillard, for instance, look upon it as a 
means of re-distributing income from one group to another, so that, 
in the struggle between these groups for the share-out of total 
income, the monetary authority, on whichever side it comes down, 
always intervenes — with some difficulty — in favour of one or 
other of these groups. Or again it may be a form of taxation 
(cf. Alfred Sauvy) which can be used to finance major items of 
national expenditure up to the point at which its excesses lead to 
the disappearance of the very sources of taxation, i.e. of liquid 
funds. In any case, it is portrayed as a manipulation aimed at a 
particular objective and as one which is effective only up to a certain 
point. 

They believe, too, that monetary policy may form an instru- 
ment of international pressure. Maurice Niveau (32) has strongly 
emphasised the fact that, even in the 19th century, the City of 
London was able, by granting or refusing international credits, to 
ease or to tighten monetary conditions in a number of foreign 
countries and even to influence the quotations of certain important 
raw materials. No doubt, in the 2oth century, the City has been 
shorn of a part of this power, but only of a part. And other 
financial centres are now trying to step into its shoes. However 
that may be, it does seem as if the fate of certain currencies has 
in the past depended and may still depend on the policy of the 
monetary authorities of the great financial centres at least as much 
as on allegedly automatic mechanisms. 

It is above all the discussions on the choice of a rate of devalua- 
tion which are now giving rise to a certain revolt against the old 
monetary orthodoxy. It has already been shown that the tradition- 
alists regarded devaluation as inevitable in the event of inflation and 
the degree of devaluation as determined by the “ purchasing power 


(32) Cf. his doctoral thesis: “ L’équilibre économique international et l’expérience des 
paiements intra-européens 1946-1952. Roneoed thesis, Poitiers 1952 (and his articles in Econo- 
mie Appliquée, No. 1 of 1953 and No. 1 of 1956). 
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parity”, which is alone capable of ensuring an equilibrium in 
international payments. By contrast, and even without taking sides 
as regards the advantages or disadvantages of devaluation, the 
heterodox economists take the line that the choice of the degree 
of devaluation is never pre-determined and that there is not just 
one “equilibrium rate”. For Maurice Byé, for example (33), any 
choice of an exchange rate in a dynamic economy amounts to a 
gamble on the future structure of the national economy. One rate 
may favour a particular sector of the economy and another a dif- 
ferent sector. One rate may give a fillip to agriculture, another 
may stimulate industrial progress. By this choice, too, it is possible 
either to keep out-of-date or stagnant activities going or to foster 
the rapid growth of new activities. But either rate may make it 
possible to balance the country’s foreign accounts so that the problem 
is not to find the equilibrium rate but that one of the equilibrium 
rates which offers the best guarantee of rapid economic develop- 
ment. 

This is an extremely interesting theoretical point for it 
explains: 


1) The jettisoning of a number of old ideas such as the 
belief that equilibrium can only be achieved at purchasing power 


parity; 
2) The belief that the monetary authorities are able to 
determine the value of the national currency; 


3) The belief that, by manipulating monetary factors, the 
institutions which are the poles of the monetary system (Central 
Bank, Treasury, etc.) can influence the real factors in the national 
economy, and in particular the present and future level of activity 
and of the national income. 


It will be seen how thoroughly modern theory has broken with 
nineteenth century orthodoxy. The heterodox group shows less 
confidence in the ability of mechanisms to produce spontaneous 
equilibrium and more in the power of the authorities responsible 
for protecting the national currency. 


(33) Cf. especially his roneoed course at the Faculty of Law, Paris, 1955-56 and 
1956-57. Cf. also his article “ Taux de change et options sur les structures”, in Economie 


Appliquée, 1953, No. 4. 
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3. The National Accountancy Experts 


The experts in national income accounting must be dealt with 
separately, for their contribution, although very promising, bears 
no resemblance to the contributions just described. 

Their aim is not, in France any more than in other countries, 
to work out a theory of money. Indeed, the non-French experts 
pay fairly little heed to money. In Britain, for example, it would 
not appear that Stone’s admirable work has really taken account 
of monetary phenomena in the strict sense of the word. In America, 
the vast work of Leontief and his pupils on inter-sectorial or 
inter-regional relations covers real flows of goods and services. 
While these flows are evaluated in terms of money, money is only 
used as a neutral instrument of measure and is not regarded as 
being able to distort those flows. The same can be said of the 
studies by Simon Kuznets. No doubt there have been in addition 
excellent analyses of the monetary flows (by Copeland, for instance), 
but they have not been linked up with the others, so that the two 
series of flows (real and monetary) have been studied separately. 

In France, on the contrary, since the first attempts at national 
accountancy were made during an inflationary period, the creators 
of the new science were unable to remain quite as indifferent to 
money and this is perhaps why greater technical progress has been 
effected than by Anglo-Saxon national accountants. It proved 
necessary to take account at the same time of two series of flows 
owing to price changes, especially in order to enumerate or try to 
forecast orders by “ households” or at least to take account of the 
monetary counterpart of real flows. These considerations have led 
our national accountants to commit themselves, at least indirectly, 
as regards certain general theories concerning the role of money. 


A. A priori, these contributions do not seem very original, 
in the sense that they do not provide a new reply to the problems 
traditionally tackled by the theory of money. At most, they con- 
firm the ideas of the “ heterodox” economists. But their analysis 
of flows is entirely novel. 

The best evidence on this point is supplied by Claude Gru- 
son (34). He argues that monetary equilibrium is not achieved 


(34) Cf. for example his article “Le franc et la politique du credit”, in Economie Appli- 
quée, 1952, p. 45 and especially his “Esquisse d’une théorie générale de l’équilibre économique”. 
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spontaneously. Global demand is linked with monetary incomes, 
which come from two sources — sales of goods and services and 
advances by the banking system. The latter may cause an addi- 
tional flow of money. Two flows, therefore, converge to form the 
global demand. Moreover, that demand may lead to additional 
production. The rise in prices which, according to the quantity 
theory, takes place when credit is expanded does so in fact only it 
production is throttled by a bottleneck or by rigidities in the 
national economy. In other cases, the expansion of credit involves 
an expansion of the real factors of the national economy. Money 
is not neutral. 

Taking this approach a stage further, the “ national account- 
ants”, in their analysis of the flows, distinguish between several 
sources and consider that the various flows have different effects 
according to their origin. J. Marczewski, for example (35), holds 
that available income is of two kinds: 1) the increase in cash 
balances “ represents in principle unsold final products” (36) and 
in this way a reserve for consumption is built up, whereas; 2) cir- 
culating capital “is the counterpart of intermediate goods or goods 
in process”, and constitutes a reserve for investment purposes. 

This distinction is an extremely felicitous one for it makes it 
possible to follow money incomes more closely through the labyrinth 
of national accountancy (37). 

All these economists have dropped the belief in the existence 
of a purely quantitative mechanism, for the extent and direction of 
the flows depend, in their view, on the behaviour of economic units, 
whether taken in isolation or in groups. There is room, therefore, 
in their analyses for an appeal to behaviourist theories. 

It should perhaps also be pointed out that there is no longer 
any argument about certain contributions by the “ national account- 
ants”. To take only one example, a number of these experts, in 


(35) Cf. especially J. Marczewsk1, “ La comptabilité économique nationale et ses liaisons 
avec les comptabilités privées et publiques ”, in Economie Appliquée, 1949, p. 80. 

(36) J. Marczewsx1, “ Les tableaux de la comptabilité et du revenu de la nation”, in 
Le Revenu National, Presses Universitaires de France, 1947, p. 236. 

(37) We cannot however subscribe to all the ideas suggested to J. Marczewsk: by this 
distinction, for example, the view that hoarding is made up of “ the sums of money which, 
for an indefinite time, are withdrawn from the market and no longer influence prices”. 
No doubt the author would be quite willing to accept the idea that these sums still act as a 
threat; when they pile up, there are grounds for fearing the action of dishoarding on prices. 
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their anxiety to group all the income flows under observation in the 
simplest possible categories, have tended to put an excess of imports 
on the same footing as an increase in consumption or at least in 
expenditure. This equation, although mathematically correct, seems 
somewhat dangerous. Actually, an excess of expenditure of this 
type, even if modest from the point of view of general monetary 
equilibrium, may yet be considerable from the point of view of 
the balance of payments, and the market concerned is a particularly 
sensitive one (i.e. the foreign exchange market). It therefore seems 
to us to expose the national currency to a more immediate and 
greater risk of depreciation than additional expenditure inside the 
country would entail. 


B. But, in order to assess the contribution made by the 
“national accountants”, we must not confine ourselves to their 
reply to the classical monetary problems. That reply, which is 
not the work of monetary specialists, has no claim to originality. 
What is interesting in their studies is the fact that their new 
methods of analysing general economic phenomena compel them 
to raise new monetary problems. It may be worth giving a few 
examples of this, even if these problems are still a little hazy and 
if the replies to them are still tentative. That is because national 
accountancy thinks that the action of the different flows varies 
according to their origin and especially according to the nature of 
the monetary institutions from which they stem. For instance, a 
monetary flow originating in the State Treasury need not play the 
same part as a flow caused by the expenditure of industrialists or 
peasants, since it does not evoke the same reactions on the part 
of the social groups affected. 

In this perspective, the problem of the “ localisation ” of infla- 
tion inevitably arises. Does inflation take on a different form 
according to the sector in which the inflationary stress originally 
appeared? Does that influence the rate of its acceleration? Are 
the obstacles which should be placed in its way the same in all 
cases? 

This also brings us to a closer examination of the reactions of 
the groups taking part in the transmission of inflationary stresses 
to the economy as a whole. National accountancy makes it pos- 
sible to ascertain that certain groups accelerate inflation (for example, 
by increasing their demand disproportionately to the increase in 





The Theory of Money in France since 1945 167 


their incomes), that others tend to damp it down (for example by 
stepping up sharply their production of real goods), and that others, 
again, exercise a neutral action in this respect. National account- 
ancy alone, it may be, will one day enable us to go beyond the purely 
formal and abstract models which the behaviourists have put for- 
ward. It may enable us, for instance, to effect a better classification 
of the various groups concerned (whether social or professional, or 
graded by income) and to calculate the different propensities (to 
invest, save, consume, import or export) of each of these groups. 
At the same time, the disparities produced by inflation in the trend 
of the various prices may at last be closely examined. It is probable 
that studies on these lines will completely dispose of the old idea 
of the “ general price level” which has been so strongly criticised 
for the last fifty years. 

Lastly, a new subject for study, which has hardly been touched 
on as yet, will become more and more important — that of the 
part played by “ liquid balances” in the unleashing or evolution of 
an inflation. It is already known that liquid balances occur in fairly 
different forms — bank notes and current account balances — and 
it is suspected that, since they are not all used in the same way, 
they do not play exactly the same part in the course of a rise in 
prices. It is even believed that large notes (of 10,000 francs for 
example) are more likely to lead to hoarding than small ones (of 
say, 500 or 1,000 francs) and play a less important role in producing 
inflation. The study of monetary flows will clear up this point. 
It is realised, too, that the creation of “ liquid balances” is almost 
automatic in certain cases. Certain assets (paper which is eligible 
for bank accomodation) are easily convertible into money. They 
are sometimes referred to as “ secondary reserves of liquidity ” and 
the expression “tertiary reserves of liquidity” might perhaps be 
applied to securities (stocks and shares) which the excellent market 
organisation makes it possible “ to realise ” from one day to another. 
This makes it somewhat difficult to analyse the connection between 
the increase in “ liquid balances” (what sort of balances are really 
meant?) and price movements. National accountancy, whose job 
it is to study the movements of money incomes, is bound to try to 
clear up its problems of monetisation and will therefore throw light, 
which is still lacking, on the action of “ liquid balances ” on prices. 
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In brief, the methods of the “ national accountants”, although 
not 4 priori designed for the study of money, promise to make a 
fruitful contribution to that subject. 


ill. Conclusions 


It is not possible to sum up the above considerations on the 
contributions made by French economists to the theory of money 
since 1945. We should like, however, to stress a few important 
points. 

The essence of the matter is an almost general move away 
from a purely mechanistic version of the quantity theory. Since 
monetary phenomena are also human ones, the value of the cur- 
rency is determined much less by the volume of money in circula- 
tion than by the use which the persons holding it make of it. It 
is therefore their psychology (i.e. that of both individuals and 
groups) which is likely to hold the key to the problem of prices. 

The other main point to emerge is the conviction that the 
monetary authorities have an important part to play. Firstly, as 
regards price movements. There is no contradiction between this 
idea and the previous assertion as regards the role of the psycho- 
logical reactions of people holding money. It is known that 
monetary authorities may influence these reactions by creating, for 
example, confidence or lack of it in the currency. Moreover, 
Frenchmen are more and more convinced that the monetary author- 
ities may, by using money, which is certainly not neutral, plot a 
course for the national economy and influence a number of the real 
factors comprised by it. 

In conclusion, it is easy to foresee the direction which forth- 
coming research will doubtless take. It by studying the various 
propensities which determine the flows of money that the national 
accountants will be most certain to advance the general theory of 
money. 


Paris EMILE JAMES 
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Six Years of Italian Land Reform 


Italian Land Reform, based on three main special laws (1), 
was launched in the autumn of 1950 and its essential provisions were 
rapidly implemented during the six years stretching from 1951 to 
1956. Violent and unceasing polemics have raged round the various 
phases of this process. Nor could it have been otherwise in view of 
the exceptional scope of this scheme for the settlement of about 
120,000 peasant families comprising over half a million persons. 
The controversy has flared up again over a new draft bill for the 
provision of the necessary funds for the completion of the pro- 
gramme. At this crucial stage, a re-assessment of Land Reform 
seems indicated. That which we offer in this article falls into two 
parts. The first gives a broad picture of the achievements of Land 
Reform up to date, along with a glimpse of the background against 
which the Reform had to operate. The second attempts to show 
how weak much of the criticism of the Reform is and that a case 
can still be made out for it as a means of furthering the agricultural, 
economic and social progress of Italy. 


Part | 
DESCRIPTION OF THE REFORM AND ITS PROBLEMS 


Our description will be limited to the actual work of the 
Reform and the principles which it followed, to the provision of 
funds, and to the economic and social results. We shall not deal 
either with the legislation on which the Reform is based, or with 
the legal problems to which it gives rise. Nor shall we enter into 


(1) For an account of the legislative and technical aspects of the Land Reform Pro- 
gramme, cf. in this Review: Mario Banpini1, “Land Reform in Italy” (1952, No. 20); 
J. P.C. and A. G. Carey, “ Land Reform in Italy in 1955” (1955, No. 32). 
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the organizational details of the Agencies responsible for carrying 
it out. 

The operational area of the Reform covers a total of about (2) 
800,000 hectares (3). The Agencies at present responsible for the 
settlement of this area, along with the sizes of their individual 
operational areas, are listed in Table I. 














REFORM AGENCIES AND OPERATIONAL AREAS Tasre | 
7 Area 

agencies (hectares) 

} 

| 

Po Delta oe whe Js ~ he a Se 47.496 | 

Maremma (Tuscany-Latium) . . . . . . +... . 179,680 | 
a ee ee ee ee a ae” oe a 18,000 
O.N.C. (Campania) oe a ae ee ey ee eee eee 16,708 
a a a a a a a a a 199,000 
Sila and Caulonia (Calabria) . . . - se tlt lw le 90,116 
Rae « + «§ 26 6 «© «& & 8 © @& & 95,000 
ee a eee ee ee ee ee ee 5,000 
ee ee ee ee ee ee ee ee ee ee ee 145,000 
800,000 


The operational area is that on which the Agencies operate 
with a view to transferring the land to peasant proprietorship. This 
area comes in the main from the expropriated land. To this is 
added a much smaller area which consists of part of the so-called 
“ residual third ”. This land is first improved by its original owners, 
and then part of it is allocated to the Agencies against reimburse- 
ment of the improvement costs. The total operational area also 
includes a limited amount of land acquired by the Agencies in other 
ways (purchases, annexations, etc.). The operational area is thus 
that over which the funds of the Reform are used. The boundaries 


(2) The word “ about ” refers to the fact that the operational area in Sicily has not yet 
been determined with exactitude. The Sicilian Reform depends on a regional law which 
allowed a long period for appeals and for the procedure of expropriation. In consequence it 
is not yet possible to ascertain the exact area on which the Reform will operate. 

(3) The agricultural and forest lands of Italy cover a total area of 26.3 million hectares. 
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of the areas on which the individual Agencies work are indicated in 
the map. 

When the Reform began, the Agencies responsible for settling 
peasants on the land had to reckon with three main elements: 


(1) the expropriated land which had been entrusted to them; 
(2) the funds at their disposal; 


(3) the peasants desiring to acquire land. 


We shall briefly examine these three elements in turn, and shall 
consider also the characteristics of the Agencies themselves in rela- 
tion to the tasks assigned to them. 


The Land 


The area of about 800,000 hectares on which the Agencies 
operate was at the time of its acquisition divided among the various 
types of agriculture in the following manner: 

Per cent 
Arable land (extensive) . . . . . . 56 
PS. se a al aie a! eo a 
Woods 


:. 4 we % _ 8 
Arable land with trees . . . . . . . 5 
3 


Specialized tree cultivation 


Almost all the land expropriated by Land Reform was extens- 
ively cultivated; short of capital, with few and poor roads, and with 
farm workers having no stable links with the land and living in 
villages often at a considerable distance from their place of work. 
The manner in which the land was split up into holdings followed a 
fairly uniform pattern: and almost always (as in the Maremma and 
the Po Delta) the tendency was towards the large holding, of usually 
50-100 hectares, which did little to diminish extensive cultivation. 
This land was almost always short of water, and in some cases 
without any at all, and it was worked by the most varied assortment 
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THE LAND REFORM IN ITALY: 
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of labour contracts. The peasants were subjected to the typical 
seasonal ups and downs of employment as a result of monoculture 
and the irrigular spread of work over the year. The annual number 
of working days could not always be relied on to reach a level of 
100 to 120. The main crop was usually wheat. Cattle raising was 
the exception. Tree cultivation was scanty and even then made up 
for the greater part of almond and olive groves with a low yield. 

On the whole, the areas affected by Land Reform were to be 
regarded as comprising undeveloped land which was tilled by 
backward methods. The poverty of the estates which were sub- 
sequently taken over by Land Reform was, however, partly due to 
the poor equipment. Nowadays, with the increasingly wider use 
of machines and deep ploughing, with techniques which have made 
it possible for the soil to retain a greater proportion of water, with 
economic methods of clearing rocky ground of stones, and with 
general improvements of one kind and another, the productivity of 
the Land Reform areas can be substantially improved. 

The land expropriated or otherwise acquired consists sometimes 
of large undivided, or almost undivided stretches, and sometimes of 
fragmentary plots scattered all over the wider area. Large unbroken 
stretches were acquired, for example, in the Po Delta (4); in the 
Maremma (5); in the Fucino (which was expropriated in_ its 
entirety); in the plain of the Sila; in Apulia (6); in Calabria (7); 
and in Sardinia (8). In Sicily, by contrast, the expropriated land 
consists predominantly of small tracts and rarely of areas extending 
over more than 300 or 4oo hectares. In the other regions to which 
we have referred the biggest continuous tracts may even exceed 
5 or 10 thousand hectares. 

Another fact which explains certain features of the Reform is 
that the law provided that the expropriated part of any individual 
estate should be a higher percentage of the whole, the “ bigger ” 
(in the economic sense and not merely in terms of area) was the 
estate, and the more extensively it was cultivated. The effect is that 


(4) Comacchio, Migliarino, Bocche del Po, Porto Tolle, Jolanda, etc. 

(5) Volterra, Medio Ombrone and Cungiano, the plain of Grosseto, the plain of the 
Albegna, ‘land on both sides of the Chiarone; the Valley of the Arrone; the plain of Cerveteri 
and Ceri, etc. 

(6) Metaponto, the Premurgian lowland, upper Tarantino, upper Foggiano, etc. 

(7) Crotone and Isola Capo Rizzuto, upper Sila, middle and lower Neto, etc. 

(8) Alghero, Oristano, Castiadas, etc. 
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the expropriated land is heavily concentrated in regions where large 
estates were most common and where farming was of the most 
extensive type. And contrariwise, where the land was broken up 
into small units the expropriations were more limited. But, as a 
general rule, where land is divided up into smaller units the 
density of population is higher. 

The consequence has been, and was bound to be, that the 
expropriated areas were smaller and more fractionalized where the 
rural population was dense, and larger and more concentrated where 
it was sparse (g). Thus it has frequently happened under the 
Reform that quite dissimilar results in respect of the land-peasant 
ratio have emerged as between regions with different features — 
often between regions only 20 or 50 kilometres apart. This situation 
is clearly visible in the Po Delta between the regions near the water 
and those further away. It is still more evident in the Maremma: 
for example, between some areas of the plains (10) in comparison 
with those of the surrounding hills (11), where the land expropriated 
was more limited in extent and more fragmentary, although the 
density of houses and villages and the number of peasants desiring 
land was greater. And the situation is very obvious indeed in the 
great Ionian land crescent (with the large expropriations of Crotone, 
the Neto, Metaponto) where the rural population was sparse in 
comparison with that of the surrounding hills of Calabria, Lucania 
and Apulia. These situations were all such as to present the need for 
substantial internal movements of population if a better balance 
between land and peasants was to be created, Alternatively they 
meant, always with the same object in view, that the process of 
adapting the land and the farming methods on areas expropriated 
in regions with a dense population would need to be conceived in 
terms of more intensive farming with greater reliance on the more 
valuable crops (especially tree crops), and more ample provision of 
mechanical implements and of funds. Obviously this second solution 
was not feasible in every case unless the process of adaptation was to 
be pushed in a direction which was highly uneconomic. 


(9) The situation obviously has roots going far back into history: the abandonment of 
many parts of the lowlands in order to escape from malaria and the lack of security, and the 
consequent cultivation of the surrounding hills and lower slopes of the mountains. 

(10) e.g. the plains of Grosseto, of the Albegna, the valley of the Chiarone, the plain 
of Tarquinia or Cerveteri, of Ceri or of Testa di Lepre. 

(11) e.g. the hills round Rome, upper Viterbo and even the hills of Grosseto. 
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The situation which we have just described gave rise to one of 


the most serious problems of the Reform, and it is a problem 


which is still largely unsolved. 


For the land which was subject to the Reform, and of which 
some of the basic characteristics have just been summarized, plans 
were studied for the settlement of the peasants and for agrarian- 
social improvement. Let us now look at the financial aspects of 


the programme. 


Provision of Funds 


The first Reform Law — the so-called Sila Law — appropriated 


a sum of 15 milliard lire, payable out of the State budget in seven 
annual instalments. The subsequent law (12) allocated out of the 
funds of the Cassa per il Mezzogiorno 280 milliard lire to the 
Agencies operating in the Southern Reform area of the Cassa; and 
89 milliards more to the other Agencies (Maremma, Po Delta), 
operating in Central and Northern Italy. The total sum appropriated 
was thus 384 milliards, to be divided approximately evenly between 
the twelve financial years from 1950-51 to 1961-62. These appropria- 
tions are equivalent to an average of 455 thousand lire per hectare. 
The distribution of the funds between the various Agencies is as 


follows (Table II): 








FUNDS ALLOCATED TO REFORM AGENCIES 





Lire per 


hectare (a) | 








| Millions 

Agency | . 
: of lire 
Po Delta 25,500 
Maremma 63,500 
| Fucino . . < 13,200 
| O.N.C. (Campania) . 16,790 
Apulia, Lucania eT ee ee eS ee 106,735 
| O.V.S. (Calabria) . . 2. 2. 2 2. 2 ee 55,060 
| ETFAS (Sardinia) lees ae gh Maeneing 49,887 
ee ee ee ee ee ee ee ee | 3328 
ERAS (Sicily) | 50,000 
384,000 


(a) Figures approximate. 


(12) #.e. the * Stralcio Law ” 





of 21st October 1950. 
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By August 1957 (13), these funds were practically exhausted. 
Obviously, the relatively small appropriations which were voted in 
favour of the Agencies outside the area of the Cassa per il Mezzo- 
giorno meant that, since these Agencies (Maremma, Po Delta) 
had been working no less rapidly and intensively, they were obliged 
(and legally authorized) (14) to anticipate the future annual instal- 
ments of State funds, concentrating them in the first five years of 
their operations. Moreover, even the basic laws, by providing that 
the land should be handed over to the peasants within three years 
from the time when it became available, automatically imposed the 
concentration within a relatively short period of the work done on 
the land, of the redistribution of the latter, and, therefore, of the use 
of funds. 

The procedure adopted has meant that the financial resources 
actually available for spending by the two Agencies of the Centre 
and North of Italy are lower than the figures reproduced in 
Table II above by the amount of the “ borrowing costs”. Although 
the operations were carried out through public bodies and with 
special privileges (the discount rate was kept down to about 
7.5 per cent), given the length of the period of discount applying 
to the final annual instalments of government funds (6 or 7 years) 
the interest burden was considerable. It meant that the sums 
actually available to the two Agencies were reduced to about 
53 milliard lire for the Maremma and 22 for the Po Delta, 
equivalent to about 300 and 380 thousand lire respectively per 
hectare. 

These, then, were the financial resources with which the 
Reform was provided during the period of the first five years. 
A new law, submitted to Parliament by the Minister for Agricul- 
ture, Signor Colombo, and just approved (July 1957), provides for 
additional finance to the extent of 200,000 million lire. 


The Peasants 


The peasants who wished to acquire land had first to make 
application. This was examined by the agrarian Inspectorate of 
the relevant district in order to make sure that the requirements 


(13) The financial years of the Reform Agencies begin on October 1st. 
(14) By a Law of 25th July 1952. 
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of the law (e.g. that the applicant should be an agricultural worker, 
should be capable, etc.) were satisfied. Those who were passed as 
suitable candidates were then admitted to the selection stage. The 
selection procedure followed criteria which differed according to 
local circumstances, but it was essentially based on a classification 
of the applications under 6 or 7 grades of priority. Under the first 
grade, for exemple, came the peasants who were already working 
on the expropriated land; next came other peasants in the neighbour- 
hood; next those from other districts of the same comune or the 
same province; and, finally — in the lowest grades — those who 
already had a regular and secure living (for example as metayers 
or small indipendent tenant farmers) on land that was not 
expropriated. 

In some districts, where the pressure of demand was especially 
great, recourse was had to the drawing of lots, especially when this 
procedure had a long tradition in the region. The same procedure 
was also often used, if not as a means of eliminating part of the 
applications, as a means of selecting the holdings and “ quotas ”. 

The proportion of successful applicants to the total varied 
markedly from district to district according to the different land- 
peansant ratios, and the degree to which internal shifts of workers 
were possible. In the Maremma, in Sardinia, and in the Fucino, 
almost all the applications could be met. In other districts, especially 
in Calabria, the proportion of successful applications to the total 
did not exceed 50-60 per cent. The circumstances did not permit 
of other solutions unless the area granted to each individual peasant 
family was to be reduced to excessively small dimensions. 

So much for the general picture. We must now consider what 
the various categories of peasants involved were like: what sort 
of environment they came from; what their capabilities were as 
farmers; and how their families were composed. 

All these characteristics show a great variety. They differ 
according to the special local conditions and according to the types 
of agrarian economy that prevailed in the various regions. We shall, 
however, try to pick out the main types (15). 


(15) We do not yet possess exact and complete statistics dividing up the new peasant 
proprietors according to the agricultural group from which they came. It is hoped, however, 
that it will be possible to fill this gap at a later date. A statistical analysis of this kind would 
be an important aid towards evaluating the social changes produced by the Reform. 
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A certain number of the new peasant proprietors — forming 
not the major part of the whole but a large proportion in certain 
areas — came from groups which had already had previously some 
sort of stable tenure. These were peasant families which were already 
farming the land on a regular and continuous basis either as 
métayers or as small tenant farmers or under various types of 
share-farming contract, or as cowherds, etc. The conditions from 
which this category starts are obviously more favourable than those 
of other categories. They are already accustomed to working on 
their own account; they have families of a suitable composition; they 
already possess various types of stock, including livestock; they are 
equipped with implements; and they sometimes even have a little 
capital to draw upon. Accustomed to doing many different kinds 
of work, they often possess a good deal of technical knowledge, and 
are capable of following advice or instruction on how to improve 
methods of cultivation. And the fact that they have worked on 
holdings forming part of bigger economic units (large farms or 
estates) facilitates the task which the Agencies are pursuing of 
developing co-operatives. 

These classes have found themselves settled as proprietors on 
holdings extending over an area substantially smaller than that on 
which they used, for example, to work as métayers or to tend cattle. 
In the upper Maremma the former métayers accustomed to move 
about over a tract of 50 or 60 hectares, to-day work on one of 20 
or 25. Even though they are conscious of the fact that economic 
independence of the small proprietor can be achieved on an area 
which is considerably smaller than that required by the métayer, 
they experience an initial difficulty in adapting themselves to the 
smaller area. But the difficulty is a psychological one rooted in 
tradition; for they soon take to the system of more intensive 
cultivation, and find that as good or a better livelihood can be 
obtained from the smaller holding. These types of new peasant 
proprietor are encountered especially in the Po Delta, in the 
Northern part of the Maremma (16), and in part — nor a very 
large part — of Apulia. 

But these are not the only categories among which we find 
peasants who already possess the experience necessary for running 


(16) Pisa, Livorno, the hills of Grosseto and upper Viterbo. 
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their own farms. In other districts large numbers of the new 
proprietors come from the category of small, and often not indepen- 
dent farmers, who are nonetheless skilled in particular branches 
of agriculture. Such are, for example, the tobacco-planters in the 
Maremma, those growing sugar-beet under share-farming contracts 
in the Po Delta, or the highly skilled viticulturalists of Campania 
or of Apulia. This group even if less experienced than the one 
described above to the running of a regular and independent enter- 
prise, often possess more experience of contacts with the market, 
have a better flair for appraising economic conditions, and are 
used to a much more intensive individual activity. 

The two groups just examined are undoubtedly those who are 
most easily able to shift over to independent peasant proprietorship. 
For other groups the problem is a good deal more complicated; 
its solution is therefore more difficult and takes more time. 

A good part of the new peasant propriertors consists of people 
who before the Reform were essentially farm-labourers. They were 
labourers pure and simple in the Po Delta and in some large districts 
of the Maremma (the plain of Grosseto and the coastal areas between 
Viterbo and Rome). This group had scant resources other than 
their daily wage, which could rarely be dependent on for more 
than 130 or 150 days out of the year, and was therefore insufficient 
to provide an adequate standard of living even if there were periods 
when it reached more satisfactory levels. In Southern Italy and the 
Islands many of the peasants came from this same category, even 
if, as we shall see, another large group was that of the “ mixed 
type”. 

The man who has been nothing more than a farm-hand is the 
type who, in the nature of things, adapts himself least readily to 
the job of running an independent farm. Even if in many cases 
he is a good and willing worker, he is used to working under 
precise orders, to drawing his pay each week, and to not relying 
too much on savings or loans to keep him going until harvest time. 
While he may have a keen eye for his immediate interests, he often 
has a poor one for those that are of a longer run nature; he is not 
very much aware of the problems of soil conservation and is inclined 
to go in for methods of agriculture which quickly rob the soil of 
its goodness. He tends to produce primarily for the satisfaction 
of his immediate needs, gives preference to wheat growing, and 
knows little about how to raise vines, fruit trees and olive trees all 
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of which require time — often a great deal of time — before they 
yield a return. The labourers often come, for the larger part, from 
villages, and they are ill-adapted to life in scattered houses, espe- 
cially when the general amenities, the service centres, and the 
places where they can meet together are not yet ready. Frequently 
their attitude of mind is one which leads them to look upon their 
farm from the standpoint of the money it brings them in per 
working-hour or working-day and, at least in the beginning, they 
are unable to grasp the notion of the annual family income. They 
do not much like assuming the risks of production, they do not 
have much of a feel for market conditions, and they are not very 
good at finding ways of selling their produce on better terms. 

This is the type of peasant who needs most supervision and 
most assistance. Sometimes it is necessary for him to have behind 
him an experience of five or six years before he can be considered 
ripe for his new life and new responsibilities. Peasants in this 
category are usually without any means of their own, and are in 
greater need than others of loans, of continual advice, of instruction 
and especially of psychological understanding. Left entirely to 
themselves they would not be capable of conserving or improving 
the soil even if, as is generally the case, they are not shy of hard 
work. On the other hand, were they to be kept too closely under 
supervision and subjected to orders, in the same way as under their 
old masters, they would never lose the labourer’s mentality; and 
there would then be a serious danger of the Reform’s leading to 
the creation not of free peasants but of state employees. It is in 
this connection that arises the task which, from the labour stand- 
point, requires most time, patience and understanding of the human 
element. 

The “ mixed type ” to whom we have already referred, presents 
problems which are partly analogous to and partly different from 
those just indicated. This category mostly consists of the Southern 
peasants from the areas of extensive farming or latifondia, living 
in or about large villages populated by peasants and land owners, 
and drawing their sustenance from small plots of land planted 
intensively with trees or crops. Besides working on the plots of 
land which they own themselves, they work on tracts of the lati- 
fondia as share-farmers or small tenants or, during periods when 
work in the fields reaches seasonal peaks (harvest times), they offer 
themselves as day-labourers. Incidentally, this picture disposes of 
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the idea of the latifondo as a large-scale agricultural enterprise. 
In reality, the latifondo was, and is, merely a large agricultural 
estate subdivided into a myriad precarious peasant-farming units 
and lacking stable and continuous links between the workers and 
the land. The fact is that, from the standpoint of the unit of farm- 
ing, the latifondo is one of the most serious cases of division of 
the land into fragments; and it does not even have in its favour 
the circumstance — which characterizes many other cases of minute 
division of the land — that the same plot of land remains in the 
hands of the same peasant over an extended period. 

The “ mixed type” is in many respects superior to the mere 
farm-hand. He has more initiative and more familiarity with the 
market; and is more accustomed to consider income on an annual 
rather than a daily basis. But he is also more attached to the village 
where he has his dwelling, and to the plot of land which he already 
owns. He is the type of peasant who is most difficult to transplant 
to the isolated holding. He is also the type who is least well 
acquainted with some of the modern technical methods, as for 
example with how to use agricultural machinery. His problems 
are such as to require very special help from outside. The individual 
characteristics of this type vary from region to region, but the 
underlying problem is always the same. Thus, the vine-growers 
of Apulia, the peasants of upper Viterbo and of the hills round 
Rome, and the former tenant (though not independent) farmers 
in the Fucino, present, while coming from different backgrounds, 
common problems. It is not easy to change this category into 
peasants living on independent holdings scattered over the country- 
side. It is perceptibly less easy (and perhaps the change yields no 
economic return at least for a long period of years) than in the case 
of those who were nothing more than labourers. 

Such, broadly speaking, are the main types of peasant on which 
the Reform draws. Other smaller groups may be distinguished, but 
a complete description would render this article too long. All the 
groups present, in greater or lesser degree, difficulties which have 
to be overcome in any programme aimed at creating an active class 
of peasant proprietors. The process requires time, and a fine feeling 
for the nature of the task which is perhaps the most important of 
the whole Reform. 

Helping towards a successful outcome is the fact that, whatever 
group the peasants come from, they are not lacking in the will to 
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work and to make sacrifices. Certainly there are some who look 
upon the Reform as something which does the work for them, 
bringing in at the end of the year the money that has been made. 
But they represent isolated cases and are few in number. The same 
applies concerning those who regard the Reform as a kind of charity 
or welfare organization, instead of as an enterprise run on solid 
economic lines. These are marginal cases and not at all represent- 
ative of the great majority of the peasants. 


Organization 


The task of the bodies set up to implement the Reform was, 
of course, one of trying to obtain the best results given the means 
at their disposal. On the whole — though there are some important 
variations — the organizational set-up of the Reform Agencies fol- 
lowed a common general pattern. The Agencies are provided with: 
(a) administrative and accounting departments which are devised 
to suit the character of the Agencies as public bodies; (b) agron- 
omical and zootechnical departments responsible for dealing with 
technical problems in their respective districts; (c) departments res- 
ponsible for planning and carrying out the work of improving the 
land, the general construction work, etc.; (d) departments respons- 
ible for social welfare and for promoting co-operatives. 

All the Agencies operate along decentralized lines with a view 
to maintaining the closest possible contact with the new peasant 
proprietors. They work mainly through “settlement centres”: 
there is one such centre on an average for each seven or eight thous- 
and hectares of land. Each centre is further divided into sub-centres 
each of which has contact with 80-90 peasant families. 

The total staff of all the Agencies is equivalent to 1 per cent 
on the average for every hundred hectares. The staff ratio is a 
little higher than this where the peasant-land ratio is higher than 
average (e.g. in Apulia and Calabria) and a little lower in the 
reverse case (e.g. in the Maremma). The figure thus comes close 
to that prevailing on an ordinary private farm. It may be com- 
mented that the peasants, in their capacity as small proprietors, 
largely get along by themselves. But it has also to be remembered 
that for each of them separate accounts must be kept; that the 
farmer is not static but is going through a process of rapid change, 
a process which requires the collaboration of specialized personnel; 
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and, finally, that the public character of the Agencies demands a 
book-keeping system which is more detailed, exact and complete 
than that of a private enterprise. 

The above account gives only a very brief indication of the 
way in which the Agencies are organized and it cannot, for reasons 
of space, be amplified on the present occasion. 

The basic task of the organizing bodies of the Reform was that 
of combining the land, the financial resources and the labour in 
such a way as to reach the best possible results. Let us look now 
at what has in fact been achieved in the first six years. 


Allocation of the Land 


By the middle of 1956 the land definitely allocated amounted 
to 546,266 hectares on which were settled 101,792 peasant families. 
The figures for the individual Agencies are as follows (Table III): 


Taare III 
LAND ALLOCATED AND NUMBER OF FAMILIES ACCOMMODATED 


Number 
of families | 


Hectares 





Dee: 6! aos a eo we we oe me ae J 6,272 36,418 
Maremma (Tuscany-Latium) . . . . . . . | 18,584 148,813 
a a ee ee ee ee a ee ee ee 9,162 13,406 
ONG. @lemeemie). . 2. 6 ts ltl tl tl le 2,214 8,535 
Apulia, Lucania, Molise te So ee oe Gr 28,751 | 154,771 
a ee ee ee ee ee ee ee ee ee 19,013 76,279 
ee ee ce a | 3,187 43.257 
Pen Oe ee I 1m3” CO 737 





ae. « : aS & - a eee 14,533 | 64,050 








101,792 546,266 


The land thus far allocated is equivalent to over two-thirds of 
the total Reform area. This part is that where the work of prepar- 
ing the land for settlement has been most rapid. That which has 
still to be allocated includes a good part of the “residual thirds” (17), 


(17) Cf. p. 170 above. 
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as well as the woods and other areas that are difficult to convert 
(and which cover, we estimate, about 55,000 hectares). It is expected 
that the process of making the remaining allocations will go ahead 
rapidly; but, partly for the reasons just given and partly because 
of the necessity of first settling certain legal matters and questions 
of ownership some time will still be required. 


The Peasant Farms 


If may be inferred from Table III above that the size of the 
holding granted to the peasants averaged about 5.5 hectares per 
family for the area taken as a whole, with a maximum of 14 hectares 
in Sardinia and a minimum of 1.5 in the Fucino. 

The simple statistical averages give, however, quite a wrong 
idea of the facts; it is the typical case of the average which covers 
up the real situation rather than expressing its essence. It is there- 
fore necessary to look more closely at the underlying details. 

The grants of land were made in accordance with two basic 
criteria, each of which was justified by the conditions prevailing 
in the various localities. 


(a) Whenever it was possible, “ self-sufficient” holdings 
were created, i.e., farming units of a size sufficient to provide a 
secure living to the families without their having to find other 
sources of income outside their farms. Out of the total area so far 
allocated, 384,205 hectares have been divided up according to this 
criterion. The figures for the individual Agencies are reproduced 
in Table IV. 


DISTRIBUTION OF HOLDINGS Taste IV 











== ——- ——— 





- —— — 
Number Area allocated Average 
holding 


of families (hectares) (hectares) 





a a ee 6,080 | 36,263 6.00 
a a a ee ee 7,405 113,408 15.00 
Pees. « « a ae ee ae —_ “= | 





O.N.C. (Campania) ...... 1,079 | 6,923 7.00 
Agus, Lucemla ww ww tte 155596 124,854 8.00 
CLV. GE lt tt 11,383 61,420 5.50 
ETFAS (Sardinia)... .... 2,511 40,600 16.00 
Flumendosa (Sardinia) .... . 113, | 737 7-00 











44,167 384,205 ; 9.00 
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The size of a holding — which varies widely even within the 
area of the single Agency — conforms to certain logical principles. 
It is comparatively low in the Po Delta where the land is very 
fertile, and where the families — especially when they come from 
the farm labourer class — are on the small side. It is higher in 
the Maremma, where opportunities for irrigation are limited and 
where, in some instances (especially up in the hills), the holding have 
to be bigger in order to accommodate the usually larger families 
of the former métayers. In Apulia and Lucania the size of the 
holdings was determined with an eye on the irrigation works that 
will be constructed over a good part of the area, and on the pos- 
sibilities for growing tree crops of high value. In the Flumendosa, 
in part of Calabria, and in Campania, the irrigation factor was also 
decisive for the determination of the size of the farms. 


(b) In other circumstances “quotas” were assigned; i.e. 
plots of land which were not sufficient by themselves to provide 
work and living for all the members of the family. Up to the 
present time the “ quotas” relate to a total area of 98,000 hectares. 
The figures for the individual Agencies are given in Table V. 


DISTRIBUTION OF “ QUOTAS ” Taste V 








Number Area allocated Average 
quota 


of families (hectares) (hectares) 








Pee 66 +S Re we we 192 155 1.00 
ee ee ee 11,145 352405 3-20 
SS. Smee. be ee Se 9,162 13,406 1.40 
O.N.C. (Campania) ...... 1,132 1,612 1.50 
a, TO ak 13,155 29,917 2.30 
Sk ee ee 7,630 14,859 | 2.00 
ETFAS (Sardinia) . . ..... | 676 | 2,657. | 3-00 
Flumendosa (Sardinia) . .... — | — -= 











43,092 | 98,011 2.30 


(Tables IV and V exclude the 64,000 hectares allocated in Sicily; for these it is not easy 
at present to determine what proportion is in the form of holdings and “ quotas ” respectively). 


The exact significance of the “ quota” varies markedly from 
case to case. It is necessary to look somewhat closely at the different 
cases before we can judge the criteria that were used in determining 


4 
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the size of the “ quotas ”, which do not appear, from a mere exam- 
ination of the figures given above, to have any relation to the size, 
or economic condition of the family. It should be noticed above 
all that the “ quotas ” of land are not usually provided with houses, 
and thus entail an initial expenditure for their conversion lower 
than what is required for the “ holdings”, although they are often 
capable of yielding considerable increases in output and of sup- 
porting additional labour-units. 

The following main types of “ quota” may be distinguished : 


(a) “ Quotas ” granted to agricultural labourers who previously 
owned no land. The granting of such “ quotas” of land does not 
immediately bring about a radical change in the social status of 
this class. They remain labourers although they henceforth possess 
a nucleus of land which, according to the case, may supply from 
one to two-thirds of the economic needs of the family, but which 
always implies some recourse to other activities. It should be 
observed that since most of the land here involved consists of 
uncultivated grass land and the compensation paid to the owner 
from which it was expropriated is low, the assignees of such 
“ quotas ” pay only a very small sum for their purchase. The result 
is that they improve their own condition and realise a certain degree 
of economic stability — though without arriving at a fundamental 
solution of their problems. It also has to be remarked, in the 
interest of objectivity, that in some cases they now find work by 
the day less easily than formerly (either because the amount of 
land cultivated by wage-labour has been reduced in area or because 
they have been removed from the lists of day-labourers seeking 
work), or are no longer in receipt of public assistance. On the 
other hand, the construction work carried out by the Reform itself 
has opened up substantial employment opportunities which will 
last for some years. 

The general conclusion is that this first type of “ quota” has 
led to only a partial improvement of preceding conditions. 

“Quotas” of this type (a) were created in districts where 
population pressure on the land was heavy (they are to be found, 
for example, in Calabria, in Sicily, in some parts of Lucania, in 
the Maremma, and in the Fucino). 


(b) The second type of “ quota” is analogous to type (a) but 


offers the family the possibility, through more intensive cultivation, 
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of reaching approximate economic independence in the course of 
a few years. Obviously, given the smallness of the plot of land, 
it is necessary to engage in very much more intensive agriculture 
which requires either irrigation and the consequent development 
of vegetable and livestock farming, or the planting of vines, 
orchards, orange and lemon groves, etc. 

A good part of the “ quotas” in the Maremma (18), in Apulia 
and Lucania (19), in Ionic Calabria and in other districts will follow 
this pattern of development. The lack of “ self-sufficiency ” is thus 
to be regarded as limited to the first few years (the time necessary 
to complete and bring into operation the irrigation works, or that 
required for the trees, once planted, to reach the fruit-bearing stage). 


(c) Lastly, there are the “ quotas” which, when added to 
the land which the peasants already owned before the Reform, are 
sufficient to make them independent. The larger proportion of the 
“ quotas” falls under this heading. In fact, as we have already 
pointed out, the Reform was frequently confronted with the case 
of peasants living in villages or small towns who already possessed 
in the surrounding countryside plots of land which, although they 
were almost always intensively farmed and often had fairly high 
yields, failed to give the family-unit sufficient to live on. In this 
case, the granting of a “quota” of land of dimensions varying 
inversely with the size of the plot already owned gives the peasant 
economic independence perhaps not immediately but at least in 
the course of very few years. The “ quota” thus rounds off a pre- 
existing situation; here the only difference compared with the 
“holding ” is that, at least in the beginning, the peasant continues 
to live in his house in the village, and cannot therefore undertake 
those improvements in farming methods which are introduced on 
the “holdings”, involving especially mechanization and improve- 
ments in livestock farming. 

The economic and social significance of the “ quotas” thus 
appears to be more varied than that of the “holdings” both at 
the present time and in the light of possible future developments. 
In many cases the new owners are making very substantial improve- 
ments on these “ quotas”. They are constructing more houses on 


(18) Part of Canino, Tarquinia, the plain of Cerveteri, etc. 
(19) Metaponto, Foggia, Brindisi, etc. 
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them (aided in some cases by a contribution out of Agency funds); 
they are growing produce for which there is a good market; and 
so on. At the other extreme, there are cases of “ quotas” which 
serve merely to allow the family to produce enough grain for its 
own needs, leaving only a very small margin for sale. 

It is not possible to determine exactly how much of the total 
area comes under the different types of “quota”. One reason is 
that they cannot be clearly separated; one types shades almost 
imperceptibly into the others. Estimates which I made on a previous 
occasion (20) indicate that perhaps about 20 per cent of the area of 
the Reform is characterized by “non self-sufficiency” and about 
80 per cent by “self-sufficiency”. The cases of “ self-sufficiency ” 
are most numerous in the Po Delta and in Campania (100 per cent), 
in the Maremma (88 per cent), and in Apulia (89 per cent). 

In the majority of cases, then, we have holdings or farm units - 
of a size proportional to the needs of the family. The farms of 
this type are gradually moving towards higher output levels; how 
far they can go depends, of course, on local conditions, but the 
results are in many cases well above what was originally expected. 
On these farms rational crop rotation systems are being adopted, 
artificial fertilizers are being used, adequate housing exists, the 
ground has been prepared and improved, livestock farming is being 
extended, and so on. 

Naturally, not all of these steps towards higher production are 
being taken at one and the same time. In the first phase, a rapid 
increase takes place in the production of grain, in poultry raising, 
and in the cultivation of vegetables, sugar-beet and other crops. In 
a second phase (that which has now been reached by a majority of 
holdings allocated from two to four years ago), cattle and pig raising 
is increased, the new vines start producing, etc. In the third phase, 
the development process reaches maturity with the coming into full 
operation of irrigation, with the completion of the planting of trees, 
and, finally, with the entering into production of the olives groves. 

The Reform leaves a great deal of room for the initiative of 
the peasant. This is displayed in the work of completing what has 
been done by the authorities, of laying out the farms, and of plant- 
ing vineyards, etc. Mechanization has been everywhere introduced 


(20) Mario Banpini, “ L’offensiva contro la Riforma™, Politica Agraria, No. 2, 1956, 


p- 14. 
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and has been of enormous benefit. The machine has completely 
revolutionated the conditions which existed initially, and has ren- 
dered productive land which was formerly considered incapable of 
adaptation to intensive agriculture. 


The Work of the Agencies 


It is convenient to divide the work of the Agencies and its cost 
into five categories : 


(a) Transformation work on holdings. This heading in- 
cludes all costs of transforming the land within the farms or 
“ quotas ”, such as construction of houses, preparation of the land, 
roads on the farm, planting of trees, etc. 


(b) Agricultural capital. This covers all expenditure for 
stock (machinery, equipment, livestock, fodder, etc.). 


DISTRIBUTION OF EXPENDITURE BETWEEN VARIOUS 


Millions 
of lire 


Diessientaatniis 





Works on holdings . 159,600 
Farm stocks a a oe ae ee er ee ee 53,800 
Public works 17,500 
Co-operative and welfare . . . . . . | 14,300 
Industrialisation Fn aan ae ie. Say ee 2,000 
oe eee ee ee ee ee ee ee ee 15,200 
General expenditure Sok ue ae Conkle | we aitiae) aoell 40,000 
Cost of fimamcing scheme . . .. =... . 12,500 





315,000 


(*) Percentages rounded up or down to the nearest unit. 


(c) Public utilities. These comprise all works by the Agen- 
cies such as to benefit either the assignees or the population of a 
particular area (public roads, service centres, acqueducts, roads 
leading off the farms, agricultural industries not run from or on 
the farms and so on). 


(d) Social services, such as co-operative, schools, expenditure 
on vocational training, welfare and so on. 
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(e) Administrative expenditure. This includes the cost of 
running the central and local offices of the Reform Agencies. 


In the first five years of the Reform, the total incurred in 
respect of each group of expenditure, actually borne or at any rate 
obligated for work in hand (and practically finished), amounted 
to 315,000 million lire out of 384,000 million allocated to the Reform. 
These costs relate to all the Agencies — for Po Delta, Maremma, 
Fucino, Campania, Apulia, Lucania and Molise, the Sila, Etfas and 
Flumendosa (Sardinia) and Eras (Sicily). 

Table VI shows the distribution of the total of 315,000 mil- 
lion lire between the various items. 


Part Il 
ARGUMENTS FOR AND AGAINST THE REFORM 


The main arguments of the critics of Land Reform are as 
follows : 


(I) the splitting up of efficient agricultural estates has not 
(it is argued) led to the creation of efficient types of peasant farms; 


(II) the cost of Land Reform is excessive if compared with 
that of private agricultural transformation schemes and also with 
that of other experiments in transformation, such as “ integral 
reclamation ” (donifica integrale); 


(IIT) the cost is also excessive in relation to the general econ- 

omic and social return of the scheme. 
Other criticisms have been suggested, but they appear to be 
less weighty and they concern only particular aspects of the scheme. 
We shall therefore confine ourselves to the points mentioned above. 


First criticism: the splitting up of efficient agricultural estates has not 
led to the creation of efficient types of peasant farms 


Neither of the assumptions on which this first criticism is based 
is valid. On the one hand, it is not true that the land expropriated 
by the Reform consisted of well-run farms. On the other hand, 
the Reform has given rise to peasant farms which may in the great 
majority of cases be regarded as efficient units, even if the results 
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vary greatly from district to district and if, in some instances, 
serious difficulties and problems still have to be overcome. 

We have already commented in Part I on the backwardness 
of farming conditions and methods on the land that was expro- 
priated. Almost all of the land was extensively cultivated, short 
of capital and often also of water; and it provided a precarious and 
inadequate living for the peasants working on it. The inefficiency 
of the system of farming reached its height in the latifondia of the 
South. These had nothing in common with large-scale farming: 
nor did they give any promise of improving the lot of the myriad 
peasant farming families which cultivated them by primitive methods 
and in conditions of unrelieved poverty. 

It is not denied that the expropriated land included some which 
was efficiently farmed — but only to a really trifling extent and 
mainly owing to the need in a number of cases, to round off the 
areas to which Land Reform would apply. Careful studies (which 
do not, however, include Sicily) have shown that considerably less 
than one per cent of the total area expropriated belongs to this 
category and, even in such cases, there has been an increase in out- 
put and in the number of peasants for whom the land provides 
work. 


The considerable increases in output achieved by Land Reform 
will be analysed below. For the moment, we shall discuss the 
question of the “ vitality” of the small peasant properties which 
have been created out of the large pre-Reform estates. 

In this connection, it is essential to bear in mind two types of 
case and to arrive at a quantitative assessment of their importance: 


(a) cases where Land Reform has set up “ self-sufficient ” 
agricultural family economies, i.e. economies which derive from 
the land sufficient income for a normal peasant life; 


(b) cases where Land Reform has created “non self-suffi- 
cient” economies. There, the peasants are not tied to the land in 
such a way that it absorbs their whole working capacity and pro- 
vides them with an income sufficient for the normal requirements 
of an agricultural family in the various Land Reform areas. These 
peasants are therefore obliged to look elsewhere for additional work 
and other sources of income. 

Type (a) ( a self-sufficient economy) has been brought about 
by land Reform mainly by dividing up large areas offering the best 
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prospects for initiating the project — estates which lacked trans- 
formation works, covered extensive adjacent areas (often amounting 
to several thousand hectares), and were not affected by rural over- 
population. This was the kind of property on which was carried 
out the organic division into holdings which is the most striking 
aspect of Land Reform (21). 

The transformation has occasionally affected old settlements 
(e.g. parts of the Po Delta and Tuscany) including very large share- 
cropping family farms (from 50 to 150 hectares), cultivated exten- 
sively and dotted with large houses which, however, were almost 
always in a delapidated condition. In such cases Land Reform has 
transformed the former share-croppers into owners, while reducing 
the area of the holding to 15-20-25 hectares, according to the labour 
force of the share-croppers’ families, and constructing next to the 
old houses one or two new houses round which the new farms 
were developed. The stepping up of production has made it possible 
to provide livelihood and work for two or three families where 
before there was only one — and possibly finding it hard to make 
ends meet at that. 

As we pointed out in Part I of this article, self sufficiency has 
occasionally achieved by the system, not of “settlements”, but of 
“ quotas”. It was often the case that, especially in Southern Italy, 
but also in the Central part of the country, the peasants in the Land 
Reform zones already owned small plots of ground (sometimes of 
1-2 hectares) near the villages where they had their houses and 
families. They eked out their modest incomes from these plots by 
working as farmhands or share-croppers, or small tenant farmers 
in the latifondia or on the big estates. In those cases, it would have 
been a grave mistake to divide up the land which was expropriated 
and to form holdings and build houses. For there were already 
houses in the local hamlet. By giving these peasants an allocation 
of land of 2-3-4 hectares, Land Reform very often enabled them 
to achieve self-sufficiency. 


(21) In these zones, holdings and new houses extend as far as the eye can reach and 
give one the impression that there has been a far-reaching transformation on an even greater 
scale than the reclamation of the Pontine Marshes and the improvements in the Po Valley. 
This type of scheme is to be met with in numerous areas of the Po Delta, the Maremma, 
the Plain of Grosseto, the coastal plain of Taranto and Policoro, Sardinia (near Alghero) and 
the Ionic side of Calabria. 
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Type (a) of Land Reform Schemes therefore also includes those 
instances in which the allocation of an additional plot of ground 
has led to the emergence of small self-sufficient properties, even if the 
peasant still lives in his old house and if the holding is divided into 
separate and non-contiguous parts. In some cases this may bring 
about a better farm structure because the crops in the different 
stretches of ground form a balanced whole and because of the 
improvement in the distribution of work. 

It must obviously be borne in mind that self-sufficiency does 
not always come about over night and that, in most cases, a number 
of years is required to realise it (22). On the other hand, the level 
of income deemed adequate for self-sufficiency may vary and must 
be determined in the light of specific and often widely diverging 
local conditions. . 

An illustration of what it is possible to achieve is furnished by 
the case of the Maremma. Table VII gives a synthesis of typical 
family budgets relating to 1955-56, and based on a survey on the 
spot in the territory covered by the Maremma Agency. To put 
these data in focus, we must remember that they are drawn from 
six normal-type holdings formed as long ago as 4 or 5 years back 
and which may be regarded as being about three quarters along 
the way to complete economic development and hence to full 
yield (23). 

In assessing the real value of the net income shown in Table VII, 
it should be remembered that: 


1. the purchasing power of money is higher in country areas 
and that the prices adopted in calculating the income are ex-farm 
and not market prices; 


(22) In the Maremma, for example, there has been a rapid increase in the yield of 
wheat, vegetables and sugar-beet, while the rise in live stock products is, or will be, slower, 
although the Land Reform hinges largely on it. In Apulia, a large part of the newly created 
holdings will reach its peak output, and hence bring self-sufficiency to the peasants, when 
irrigation is complete, especially in the coastal plains of the Ionic Sea. The holdings set up 
in that region are on a small scale (4-6 hectares) which could not possibly be regarded as self- 
sufficient unless irrigated. They are now therefore in a transitional phase which will probably 
last for another couple of years. During this period, the peasant will supplement his income 
by between 20 and 4o per cent through lending a hand in the transformation work sponsored 
by the Agency or by working on other people’s farms. 

(23) The sample holdings are situated in the following zones: Capalbio (11.15 hectares); 
Capalbio (13.30 hectares); Orbetello (8.16 hectares); Orbetello (7.60 hectares); Montiano (9.49 
hectares); Magliano (12.54 hectares). All six holdings have as their main crops wheat and 
sugar-beet. 
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2. the income is bound to increase (by perhaps 25-30 per 
cent) with the passage of time; 


3. it does not include considerable direct utilities such as 
housing, water and wood; 


4. the families in question are relatively small, with only 
4 or 5 members. 


Taste VII 
FARM INCOME ON SIX SAMPLE HOLDINGS IN THE MAREMMA 


(In thousands of lire) 








| | 
2 ) 
| 
| 


Saleable output . oe 1,462 | 1,130| 1,230] 1,099) 1,176 
Farming costs (*) taxes and duties . 476 | 454 365 | 348 sor 451 
Family income . . .... - =. | 986!) 676 867| 752 675 671 
Payments to the Agencies of instal- | | | 
ments due for land purchase and 
improvement, and stocks . . . 276 234 225 245 257 








eae 687 400 633 | 526 430 414 


(*) Fertilizers, seeds, expenditure on livestock, deep-ploughing, maintenance and amor- 
tisation, taxes and dues, etc. etc. 


Land Reform has not achieved, nor will it in future achieve, 
in all cases “ self-sufficient ” economies, whether by settlements or 
by “ quotas” of land. In some zones, the latter allocations are not 
enough for farms to be created with a minimum subsistence income 
for the families cultivating them. 

However, the total of non self-sufficient peasant holdings creat- 
ed by Land Reform is considerably lower, except for Sicily, than 
that of self-sufficient farms. According to careful estimates based 
on a knowledge of the characteristics of the 544,000 hectares redis- 
tributed by 1956 and on detailed plans for resettlement already in 
course of implementation, “ self-sufficient” farms account for 86.5 
per cent of the total Land Reform area (excluding Sicily). The 
balance of 13.5 per cent represents the non self-sufficient farms. 
The distribution as between these two types of farm is shown for 
each of the Reform zones in Table VIII. 
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The fact that non self-sufficient farms correspond in area to 
almost 16 per cent of the self-sufficient farms has also given rise 
to heated argument. Was such a state of affairs inevitable? Can 
means be found of doing away with it? 


Taste VIII 


DISTRIBUTION OF LAND BETWEEN SELF-SUFFICIENT 
AND NON SELF-SUFFICIENT FARMS 








Hectares redistributed | Hectares redistributed 
to “ self-sufficient” | to “non self-suffi- 
families cient ” families 





Po Delta 47,250 250 


I a > Sa gr i ae, awe 158,000 22,000 





ee ee ee a ee 176,000 23,000 
Ex-Servicemen’s Scheme . . ... . 16,708 





Se ee ee ee ee 9,000 6,000 
Sardinia (including Flumendosa) . . . 92,000 12,000 


SN goa ae a a cee ee ee 65,000 25,000 








ee 563,958 88,250 


A number of critics maintain that: 


(a) given this proportion, Land Reform should have been 
dropped and the funds used instead to finance public works or 
subsidies for improvements to privately owned farms; or 


(b) a different approach could have been adopted to the 
question of Land Reform and self-sufficient holdings created every- 
where, with scattered houses, a byre and trees. According to 


(24) The data in Table VIII do not include those concerning Sicily since the situation 
there as regards Land Reform is quite special. There are two points peculiar to the island: 
(a) the expropriations have taken place all over and form a large number of oases each 
covering a fairly restricted area; (b) the quotas distributed to the peasants, who were generally 
speaking landless, are of 5-6 hectares each and cannot give the families cultivating them a 
genuine economic self-sufficiency. The greater part of the assignees is therefore compelled 
to go on working for part of the time as farm labourers or even if Land Reform has led 
to a marked improvement in their standard of life. 

It must also be remembered that the big Southern estates (latifondia) were almost all 
subdivided into tiny plots leased to the peasants in the nearby villages. Even if the Reform 
had done nothing else, it will have given these peasants a measure of stability. In fact, of 
course, Land Reform has also done a great deal to increase output. 
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some critics this was not done because technical considerations were 
subordinated to politics, which made it advisable to hand out only 
a small piece of land but to give it to everyone. 

The criticisms summarised under (a) may be countered by 
political and social arguments. It may be pointed out, for instance, 
that it was not possible to tolerate the continued existence of areas 
in which the countryside was afflicted by grinding poverty on the 
biggest estates of Italy which often retained the stamp of feudalism. 
But from the economic point of view, too, it was futile to imagine 
that landowners would be to the fore as innovators. In the zones 
where “quotas” of land were assigned, the hopes of any such 
change of heart were almost non-existent. 

The criticisms under (b) show an unfamiliarity with the real 
situation. The fact is that no other solution was possible short of 
compulsory emigration of a large part of the population of a number 
of districts in Southern Italy. The only course open was to cut 
down to a minimum, in the light of technical criteria, the appli- 
cants for the land; and then to drive on full steam with the im- 
provement in farming techniques and in output on the “ quotas”, 
and to carry out those general projects without which improvements 
are not feasible. 

But in that case — the critics insist — Land Reform was in 
the instances cited not worth while, and would have been better 
not to undertake it in those instances. These critics forget that the 
peasants to whom the land has been assigned, although not achiev- 
ing self-sufficiency, have now greatly bettered their living and 
working conditions in backward agricultural districts where unem- 
ployment and underemployment were — and still are — the rule. 
It is against this economic and social background that any objective 
assessment must be effected. 

If account is taken of specific results both social (especially in 
the field of employment) and partly also economic (improvements, 
change-over to intensive crops), even non self-sufficient peasant 
farms have justified themselves. Admittedly, however, the “ quota ” 
cannot be considered, as things are at present, a self-sufficient econ- 
omic holding. Indeed one of the main problems of the future 
will be that of securing “the merging of small plots” among the 
peasants owning these quotas, in such a way as to bring about the 
creation of organic farms forming a natural entity; this process 
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would of course imply a willingness on the part of some of the 
present assignees to give up their land (25). 

Only if these prospects can be realised will Land Reform be 
a complete success in the zones containing the non self-sufficient 
“ quotas” for which the Reform is in part responsible. 


Second criticism: the cost of Land Reform is excessive as compared 
with that of private agricultural transformation schemes and with 
that of other experiments in agricultural transformation (expecially 
“integral reclamation *) 


This is perhaps the most frequently recurring criticism. Accord- 
ing to some writers, Land Reform is a failure because it has cost 
and still costs too much. 

We must first and foremost be clear as to what is meant by the 
cost of Land Reform. In particular we must distinguish between 
the basic headings under which it is calculated. Secondly, we must 
scrutinise this cost from an economic and financial angle by relating 
it to the kind of project carried out and to the cost of similar 
schemes. 

We have already given figures of costs, under five basic head- 
ings, for all the Agencies combined (26). Let us now look a little 
more closely at the experience of the two biggest Agencies — Ma- 
remma and Apulia-Lucania. Table IX reproduces figures taken 
from the published budgets of the Agencies themselves. To inter- 
pret these figures correctly, we must not forget that they cover the 
total execution of the whole Reform programme whether past or 
future : 

As may be seen from this table, the total cost of Land Reform 
projects carried out in the Maremma was 103,900 million lire, or 


(25) At present, the assignees cannot sell or lease their land since this is forbidden by 
the Reform Law until the last payment for the acquisition of the land has been effected. But 
it is precisely in this connection and in relation to these circles that the Law will have to be 
modified. It is essential to make possible a process of spontaneous selection among the 
assignees of non self-sufficient “ quotas” and thus make it easier for the most able among 
them gradually to expand, build a house, become self-sufficient and take roots on the land 
for good. Naturally, they should be able to add to their own “ quotas” by the purchase, 
or even the lease, of neighbouring quotas or parts thereof. The outcome would be that the 
least capable peasants, the least hardworking or those with the smallest leanings towards a 
country life would have to leave the land. 

(26) Cf. pp. 189-190 above. 
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582,000 lire per hectare; in Apulia and Lucania the corresponding 
figures were 146,000 million lire or 733,000 lire per hectare. 


Table IX also shows the cost per hectare of the various types 
of expenditure. 
Taste IX 
COSTS OF REFORM IN THE MAREMMA AND IN APULIA-LUCANIA 





r == = == = 


Maremma Apulia and Lucania 


























Item | Total cost | Cost per | Total cost| Cost per | 
I. ie hectare in |. +1): | hectare in 
in millions in millions! 
| 4 thousands | . thousands 
| of lire of lire | Of lire | of lire 
|—— |—_—|— - | | 
I. Basic works (building, trees etc.) 58,500 328 | 92,000 469 
II. Farming capital (machinery and 
a a ee ee ee ee 18,200 102 21,000 103 
| III. Public utility schemes . . . . 11,240 63 14,000 | 68 
| EV. Soceel propects. 2 2. 2 sw es | 6,960 39 8,000 38 
j } 
V. Administrative and financial costs 9,009 50 | 11,000 | 54 
MB. wn se + «6 OOO 582 146,000 | 733 





The critics have dwelt at length on the extent of this expend- 
iture and compared it with the usual run of costs of private agri- 
cultural transformation schemes. They have forgotten, however, 
that Land Reform has been, and is being, carried out on the most 
unrewarding land in the whole of Italian agriculture, on the very 
land which private enterprise could not or would not raise to an 
even elementary level of production (27). This concentration on 


(27) On this point of the expenditure incurred by Land Reform, it might be observed 
that, in the areas covered by Table IX, the State was at fault, and not only or not so much 
ihe land owners, since state projects set the sights for private schemes. In that table, in fact, 
public or social works account for a high proportion of total appropriations. For the Marem- 
ma the figure is 18,000 million out of an overall total of 104,000 million. The answer to this 
criticism, however, is that, quite apart from any opinion one may have as to the experiment 
of reclamation, it has been clearly shown that the state has always intervened whenever 
private interests requested it to do so. This was particularly the case in a large part of the 
coastal areas of Emilia and Veneto. In those areas in which Land Reform has been active in 
recent years, there has always been a substantial measure of absenteeism in the past. These 
owners have even, on a number of occasions, undone the effect of the restricted intervention 
on the part of the state to secure a general improvement. 
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inferior land is in fact an inherent aspect of the Reform’s pro- 
gramme. 

In any case, any comparison with the costs of private agrarian 
transformation schemes is obviously based on types I and II of 
expenditure alone. The ordinary farmer does not carry out works 
of general utility nor, unless in exceptional circumstances, does he 
bother about schools, vocational training, service centres, churches, 
health services and so on, since they are already provided or, at any 
rate, they are the responsibility of the community. 

Now, taking only the first two types of expenditure (i.e. the 
basic works, and the capital for machinery and stock) the average 
cost for the Maremma is about 430,000 lire per hectare and for 
Apulia about 572,000 lire. The cost of settling in a peasant family 
(if we take both farm and stock) is therefore about 3.8 million lire 
in the Maremma and 3.4 million in Apulia. If it is assumed that 
every family has approximately three pairs of hands, it will be seen 
that the cost of creating one job is about 1,250,000 lire. 

As it happens, there is a wealth of reliable estimates of the cost 
of settling peasants on “private” land. Table X sets out some 
figures for transformation in Tuscany. 


COSTS OF “PRIVATE” SETTLEMENTS TaBLe X 








Cost per hec- | 

Size of farm| tare at 1955 
(hectares) prices (mil- | 

lions of lire) | 


Mugello 12.50 | 1,068 


4:00 | 4:777(°) 
14.54 1,108 
12.00 2,991 

7:74 | 2,931 
25.00 | 525 


Montalbano . 
Val di Pesa 
Chianti . ‘ 
Upper Valdarno 
Val D’Orcia 





Plain between Livorno and Grosstto . . . . . 16.00 | 658 


Plain of Maremma . 45-00 532 


Plain of Maremma . 20.00 | 460 





(*) Half of this is for specialised vineyards. 


The figures listed in Table X may be compared with those for 
Reform confined to category I of expenditure only since they do 
not include the value of live or dead stocks. The lowest figures 
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relate to large scale holdings. The cost per family settled on the 
last four classes of holding, where conditions are much the same 
as those on Reform settlements in the Maremma, works out at 
13 million, 10 million, 24 million and 9 million respectively. These 
figures are considerably higher than those for settling a family on 
Land Reform holdings where this operation costs at most 6 million 
lire and on an average somewhat less. 

Far be it from us to imagine that this constitutes a serious con- 
frontation between the two sets of data. Anyone familiar with this 
subject knows how arbitrary any such attempt must be and how 
every case must be treated on its own merits. Were we to assert 
that such parallels proved anything, we would lay ourselves open 
to a charge of being superficial. But the difference between the 
cost of Land Reform and that of private transformations schemes 
is sometimes alleged to be gigantic. Even if, therefore, the figures 
which we have assembled do not prove a great deal, they at least 
show how unfounded is the over-simplification according to which 
Land Reform costs more on an average than private land trans- 
formation. 

It should be remembered, moreover, that the one large-scale 
“integral” public transformation scheme carried out in the past 
— the reclamation of the Pontine Marshes in the thirties in a ter- 
ritory a tenth the size of that covered by Land Reform — costs much 
more than the Reform per family settled and established (28). 

One of the most common criticisms to which the opponents 
of Land Reform have given voice (29) is the possible desirability 
of going back to the old conception of “integral reclamation ” 
brought up to date as necessary. Generally speaking, the exponents 
of this view have two objectives: they wish to show that Land 
Reform has failed on all counts and that it offers a resounding 
instance of bad investment of public savings. They also propose 
improvements in the 1933 Reclamation Law with a view to making 
of it a more efficient tool for progress. 

“Integral reclamation” (bonifica integrale) refers to a land 
‘reclamation process which is not limited to the mere improvement 


(28) The figures have been set out by us in the Rivista di Politica Agraria for June 1956. 

(29) Cf. the draft bill on “ Land Reform, integral reclamation and formation of peasant 
holdings ” submitted to the Chamber of Deputies on 2/12/55 - rapporteur: Professor Giacomo 
Acerbo. 





Six years of Italian Land Reform 201 


of the land but extends to the wider object of converting it to more 
intensive agriculture. This concept was introduced by the Integral 
Reclamation Law of 1928, which aimed at a more systematic 
reclamation policy which would go much further than the activ- 
ities — often too narrowly confined to particular areas — which 
had been characteristic of the reclamation policy of the previous 
decades. The Law of 1928 thus aimed at integrating the activities 
of water control and canalisation, the adaptation of mountain areas, 
the transformation of the land, and the construction of irrigation 
works, roads and rural acqueducts. The manner in which this 
programme was to be carried out was set forth in detail in a Decree- 
Law of November 1933, which constitutes the definitive document 
on which the integral land reclamation scheme is based. This law 
stressed the necessity of cooperation between the government and 
the land-owners, and imposed sanctions, which might go as far as 
expropriation, against failure of the land-owners to carry out the 
improvements envisaged by the programme. 

In the areas considered as comprensori di bonifica the State 
pays from 75 to 92 per cent of the costs of all the general improve- 
ment works, such as main roads, canals for drainage, etc., and from 
33 to 38 per cent of the costs of private works, e.g. buildings, the 
planting of trees, irrigation, etc. When the general works have 
been carried out, the private works become obligatory for the land- 
owners; but this part of the law has been enforced only in limited 
areas. 

In the post-war period, the work of reclamation has continued 
along the lines of the 1933 Law, though on a reduced scale, and 
has been backed by other provisions, such as the Law of April 1949 
for the utilization of E.R.P. funds and the appropriations made by 
the Cassa per il Mezzogiorno. 

I have set out my views very fully on “ integral reclamation ” 
elsewhere (30). But I may be permitted to give a brief summary 
of them in this connection. 

“Integral” land reclamation is now 30 years old if we are to 
judge by the basic concepts embodied in the 1933 Law. In fact, 
these ideas go a few years further back. In theory, they are well- 
nigh perfect. In practice, their application left much to be desired. 
The circumscriptions (comprensori) on which the 1933 Law was 


(30) Cf. Marto Banpint, “On Land Reclamation ”, Rrvista di Politica Agraria, 1, 1954. 
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applicable were over-extended to cover an area of over g million 
hectares and so were the circumscriptions on which projects of one 
kind or another were actually carried out — over 5 million hectares. 
The improvements of a general nature, for which the cost was 
mainly borne by the State, went ahead at a rapid pace. Private 
improvements, to which the state contributes at most 33 to 38 per 
cent of the cost have, on the other hand, been slow to follow. It 
cannot be denied that while “integral” land reclamation has vast 
achievements to its credit in the field of public works, these have 
not as a general rule, especially in the South, been followed by 
private improvements on the individual farms — improvements 
which are the basic justification of the public works. The latter 
have thus led to an enormous waste of money. Considerable caution 
is therefore advisable in drawing attention to the expensiveness of 
Land Reform. The more so as, going all out for results, it has 
rapidly raised the productivity of poor and extensively cultivated 
stretches of land and has therefore made a fruitful use of national 
savings. 

The exponents of “ integral” reclamation, however, maintain 
that it has not been able to function to its full extent owing to 
special circumstances. We have always admitted this point since 
it has not even functioned satisfactorily when circumstances were 
favourable. The brilliant results achieved in certain reclamation 
areas in Veneto and Emilia should not lead us to overlook the quite 
different and discouraging picture in the greater part of the ter- 
ritories affected by this type of scheme. 

The fact is that Land Reform set out to achieve, directly, 
specific results in terms of employment and of stable agricultural 
work by linking them with the agronomic development of certain 
zones which were depressed both economically and socially. There 
have certainly been defects in the political concepts underlying 
Land Reform, but these can be attributed to the urgent need to 
diminish the pressure of the rural masses in zones where there was 
a dense concentration of farm labourers and hence to extend as 
widely as possible both “ self-sufficient” and “ non self-sufficient ” 
small peasant ownership. This does not mean that the objectives 
have not been to a large extent achieved and that the development 
of the whole economic and social milieu has not been greatly sti- 
mulated. 
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The critics of Land Reform often put forward as an alternative 
the spontancous formation of peasant-owned farms, which has taken 
place over a far wider area than Land Reform itself. 

This tendency has undoubtedly been operative on a very large 
scale from the end of the first world war up to the present time 
and proves that Italy, like all other Western European countries 
(with the exception of Spain) has found the road to agricultural 
evolution and progress in peasant ownership. It is often forgotten, 
however, that Land Reform is not confined to a mere change of 
owner but is a vast scheme of land transformation which changes 
the face of the territory in question by making fresh land inhabit- 
able. The spontaneous formation of small peasant farms, which 
usually means the transformation of tenants or share-croppers into 
owners, undoubtedly leads to those improvements in farming in 
which small ownership is always fertile but it does not settle new 
people on the land and does not create fresh land. 

The opponents of Land Reform rightly stress the need to give 
priority to raising productivity in agriculture. But one of the very 
things which Land Reform has done is to increase the yield over 
vast areas where agriculture was at a rudimentary stage. Why 


should there now be a change of opinion and efforts be concentrated 
on helping on the spontaneous formation of peasant-owned farms 
which is a useful and important phenomenon but which has little 
to contribute to productivity? 


Third criticism: cost of Land Reform is excessive if compared with the 
economic and social returns on it. 


We may now turn to a specific examination of the benefits 
obtained from Land Reform. It can for one thing be shown that, 
far from being an isolated detail in the economic policy of Italy, 
it is an integral part of a plan for developing the Italian economy 
as a whole. More particularly, we shall look at its achievements as 
regards the increase in production, the greater use of labour per 
unit of area, the raising of the social level of the people in the areas 
affected and lastly, the meaning of Land Reform as part of a 
development plan. 

In considering the results obtained in the direction of increased 
production, we must bear in mind that the data, as is obvious, are 
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very much subject to caution. Any estimate, even the most careful 
one, is always bound to be very much of an approximation. We 
shall, in any case, try to provide an overall picture of the effect on 
output for Land Reform as a whole. 


The scheme may be broken down into the following stages: 


1. Settlement of the peasant on the farm, deep ploughing 
and preparation of the soil, arrangements for sound rotation of 
crops, elimination of pasture land, application of fertilisers and 
sO ON; 


2. increase in live stock production, development of fertility- 
restoring crops, such as sugar beet; 


3. in those areas where this is possible, a start on the irriga- 
tion of the holdings and “quotas” and the consequent trans- 
formations; 


4. a start on the production of olives and completion of the 
structure of the settlements. 


This pattern of farm development which takes at least 4-6 years 
is linked with the course of economic progress as a whole. As the 
need makes itself felt, co-operative schemes for the joint processing 
of the products are evolved, rural life becomes more rigorous and 
all sorts of sidelines spring up. 

In the light of this cumulative process of development, what 
view should be taken of the achievements of Land Reform in the 
field of production? 

We can approach this question in one of two ways. We can 
either pick out the increases in production already obtained in the 
area as a whole. These will, of course, relate to the first stage and 
to a part of the second one. The figures for the third and fourth 
phases will have to be estimates based on investments already 
effected or envisaged. Alternatively, we can make a study of those 
settlements where work is far advanced (i.e. where peasants have 
been established in their houses and farms for several years) and 
regard them as samples of what may happen in the other territories 
when they have reached the same stage of evolution. 

The economic significance of the induced investments, whether 
of an agricultural or non-agricultural nature, cannot for the time 
being be assessed except on the basis of plausible hypotheses. At 
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some future date, the question may stimulate research on particular 
circumscriptions of the kind now being planned in Italy. 

Here are a number of estimates arrived at by the first of the 
two methods proposed : 

The gross return from extensively cultivated areas in Apulia 
and Lucania where wheat alternates with fodder, could be calcul- 
ated before the Reform as being on an average about 50,000 lire 
per hectare. The assessments made after the Reform was completed 
suggest that the gross return has risen to thrice that figure. This 
estimate is arrived at by taking the weighted average of the increase 
in the yield of the poorest and driest land (which was 80,000 lire 
per hectare) and the increase in the yield of irrigated land or of 
land devoted to specialised tree crops (which was 350,000 lire per 
hectare). The increases are calculated on the basis of a constant 
price level. 

These forecasts may be confirmed by adopting the second 
method referred to above, if we take a number of the zones where 
transformation is most advanced, selected in such a way that they 
will afford a representative sample of the results obtainable at a 
future date in those stretches of land where progress is at present 
smallest. Nevertheless, it cannot be argued that, even in those ter- 
ritories where settlement has been carried to its furthest point, Land 
Reform has been completed. As a general rule, such areas are 
only at the second or third stage. 

Exhaustive studies have recently been effected on the position 
in Apulia. If we take four advanced zones amounting in all to 
505 farms, we shall see that it is possible to reach the following 
detailed conclusions. The average increase in gross output at Man- 
fredonia was valued (again assuming constant prices) at from 50 
to 110,000 lire per hectare; at Cerignola from 60 to 110,000 lire per 
hectare and at Montalbano Ionico from 65 to 113,000 lire per hec- 
tare. In these areas, the livestock programme is almost half finished, 
while the tree crops plan is at its initial stages. 

The findings as regards employment are also important. In 
the three groups of farms under examination, one worker is em- 
ployed per 2%4 hectares. Before Land Reform, the figure was one 
per 16 hectares. 

The increases in output obtained in the Maremma are signifi- 
cant particularly as regards wheat, which has now reached a level 
which is unlikely to be improved upon (cf. Table XII). Nor would 
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there be any point in extending this crop since, if it were carried 
beyond a certain limit, other crops would suffer and the realisation 
of the basic agricultural advance would be jeopardised particularly 
since the development of livestock and industrial crops (cf. forecast 
of output in Table XII) is a cardinal aspect in that programme. 

Be that as it may, wheat production on expropriated land has 
gone up from 422,000 quintals before the Reform to as much as 
1,180,149 quintals in 1955 and to 1,100,000 quintals in 1956 (a spe- 
cially bad year). In other words there has been an increase in the 
average output of over 700,000 quintals. 

Livestock production in the Maremma is now on the point of 
emerging from the old pastoral economy, which has almost com- 
pletely disappeared in the expropriated land and is about to evolve 
into the new type of economy based mainly on horned cattle and 
pigs and on a considerable amount of minor types of livestock. 
This branch of agriculture, however, has not yet reached its peak. 
It is nearing that level only in those territories where settlement is 
furthest advanced. The main weight of the productive effort in 
the Maremma is concentrated, under present directives, on livestock, 
since the main switch in agriculture will be from an economy 
devoted mainly to cereals to one combining cereals with livestock. 
Hence, the projects already executed and which to a large extent 
yielded their fruits, are extremely clear-cut and enable firm fore- 
casts to be made, which incidentally have been borne out by the 
first concrete results. 

In any case, the value of the livestock production (beef, mutton 
and pork; milk, wool and cheese; poultry) before Land Reform 
was about 1,980 million lire. In 1956 livestock production was 
worth (at the same price level) about 3,100 million lire, or over 
1,100 million more than the previous figure. 

The second approach, based on a study of the more advanced 
areas, which have been settled for 3 or 4 years, bears out the results 
obtained. Recent studies show the profound alterations brought 
about by Land Reform in the latifondia of the Maremma. Table XI 
sums up the data for 14 zones with a total of 11,587 hectares. 

As things are at present, any attempt to carry the calculations 
a stage further would seem somewhat arbitrary. Only when Land 
Reform is completed and data based on long production series are 
available will it be possible to arrive at firm conclusions. Besides, 








Six years of Italian Land Reform 207 
F.A.O. in collaboration with the Istituto Nazionale di Economia 
Agraria has initiated sistematic surveys which should provide final 
figures in the near future. 

The most tangible positive results of the first six years of Land 


Reform as regards the provision of greater employment may be 
summarised as follows: 


Taste XI 
CONDITIONS IN THE MAREMMA 











Before | 
Land Reform | 
| 


(Average 
for 1953-54) (1) | 





> a ow we es eS 126 789 = (2) 
Labour: Units per hectare. . . . . . 0.09 | 0.35 





Houses for peasants: No... . . . . . 126 774 
245 
eh «se oe eo ek 35,928 | 90,452 
es « te tw . ee 338,221 1,178,173 
Livestock: Quintals per hectare. . . . . 1.09 1.94 
Wheat production: Quintals per hectare . . 13.30 | 19.50 


Roads: Km. ee ee ee ee ee ee ee 109 


(1) Data registered at 30.4.1955. 
(2) Over 418 “ quotas ”. 


Taste XII 
YIELDS IN THE MAREMMA 


(millions of lire) 





| | On comple- 
| Before Land tion (fore- 


| Reform casts) of Land 


Reform 


Wheat and cereals. . . .... 3,600 | 8,620 (1) 7,050 
Livestock products. . .... . 2,000 | 6,475 





Fertility-restoring and industrial crops, 
oma wegetiss ww tt 600 2,200 


ee ee gg eS * 100 125 


6,750 18,650 
per hectare (Lire). . . 38,300 105,500 


Note: Values are calculated at constant prices. 
(1) The wheat crop in 1955 was exceptionally good. 
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(a) In June 1956 when over two thirds of the land had been 
redistributed, 102,000 families, comprising 500,000 persons, had been 
settled. When all the land has been redistributed, the number of 
the families will rise to 125-130,000, with about 650,000 persons. 


(b) The increase in activity, ic. in the human labour em- 
ployed per unit of area, due to Land Reform is remarkable, con- 
sidering the degree of under-employment in the Italian countryside. 
If we calculate the work done in terms of labour units (i.e. we 
reduce the work done by women, old people and children to normal 
male units by means of the familiar coefficients of agrarian econ- 
omies and always in respect of those areas where the settlement 


dates back to several years ago), this increase works out as follows 
(Table XIII): 


Taste XIII 
LABOUR UNITS EMPLOYED PER HECTARE 








Before After 
Land Reform | Land Reform | 


Po Delta 

Maremma 

Fucino . ae oe 
Ex-Servicemen’s Scheme (Campania) 
Apulia, Lucania, Molise 

O.V.S. (Calabria) 

ETFAS (Sardinia) 

Flumendosa (Sardinia) 

ERAS (Sicily) 





A further benefit flowing directly from Land Reform is the 
social rehabilitation of a number of zones where poverty was par- 
ticularly acute and almost desperate as regards food, housing, the 
essential prerequisites for hygiene, health and sanitation. Without, 
at this point, indulging in detailed descriptions, we would observe 
that, as all experts on Italian social problems are aware, the Parlia- 
mentary Enquiry into Poverty (31) and other related local surveys 


(31) Cf. “Inquiry into poverty in Italy and means of combating it” (June 1953), the 
final report of a parliamentary survey decided on by the Chamber of Deputies on October 12, 
1951. 





Six years of Italian Land Reform 209 


have brought out the particularly grave conditions in which certain 
strata of the working people of the Po Delta and a number of areas 
of Southern Italy and the Islands (both in town and country) are 
compelled to live. Land Reform, however restricted its action, has 
succeeded in effecting a considerable improvement in this dreadful 
state of affairs for extensive groups of workers. We need only 
think of the advantages which have been derived from the construc- 
tion of new houses for tens of thousands of families and, in parti- 
cular, the construction of large numbers of agricultural “centres ” 
which has made it possible to reduce the pressure of overpopulation 
on various towns in Southern Italy. 

These are the benefits directly due to Land Reform. But 
we must not forget the indirect and long-term advantages. As has 
been observed, Land Reform has operated in those zones which are 
altogether most backward from an economic and social point of 
view. For this reason, the heavy investments in land transformation 
and in public works have undoubtedly led to a marked revival in 
areas which were previously stagnant. 

Above all, Land Reform’s investments have made it possible, 
especially in the initial stage, owing to the increase in employment, 
both permanent and temporary, to effect certain rises in the level 
of consumption and, more generally speaking, to achieve a greater 
degree of animation in economic life. In addition, if the matter is 
set in its proper perspective, the opening up of the agricultural 
areas covered by the Land Reform scheme cannot but contribute to 
the creation of fuller exchanges between agriculture and industry 
and hence to a substantial extension of the market for industrial 
products among the rural population. In this way, a sounder 
foundation has been laid fpr industrialisation of the Italian economy. 

Another of the positive achievements of Land Reform was, we 
feel, the consolidation of certain social phenomena which are not 
measurable in terms of economics. There is, for example, the 
development of the entrepreneur spirit among the new assignees 
which provides an incentive to increase occupational education and 
specialisation. There is, too, the attenuation, in a number of 
agricultural areas, of the contrast between town and country life, 
a contrast which is the source of the most unhealthy aspects (in 
terms of social costs) of urbanisation. 

Any appreciation of Land Reform which is confined to the 
advantages accruing, directly or indirectly, to agriculture alone, 
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would be guilty of neglecting one of the basic aims of that process. 
For, in addition to effecting large-scale agricultural rehabilitation 
and improvement, the scheme is intended to further industrialisa- 
tion. 

There is general agreement that the economic structure of 
Italy is moving steadily in this direction. At the present time, 
agriculture accounts for 26 per cent of the net national product, 
while the proportion at the beginning of the century was a good deal 
more than half. The population engaged in agriculture is now 
definitely under 4o per cent, while in 1936 it was almost as much 
as 50 per cent. There has also been a reduction in the absolute 
number of people employed in that sector. 

There is no doubt, of course, that a substantial measure of 
industrialisation has been achieved. Indeed, the few figures quoted 
above refer to the most important change in the Italian economy 
for centuries. But this does not mean that agriculture is declining. 
On the contrary, it is on the upgrade as a result of technical 
advances and of the thinning out of the over-abundant labour 
supply which prevented the rural economy from going in for 
modernisation. Agricultural production is bound to increase and 
to employ less labour (especially unskilled manpower) per unit of 
output. 

Moreover, the development of industry in Italy has to cope 
with the problem of finding an outlet for its products. However 
promising foreign markets may be, home demand is bound, for a 
long time to come, to absorb the major part of industrial production. 

For this reason, and it is a fundamental one, Italian industry 
will be more soundly based when the vast agricultural areas, 
especially in the South, are able to acquire larger quantities of 
Italian industrial products. The agricultural areas of the South 
will also be able to develop local industries, once their agriculture, 
as a result of mechanisation and the use of modern production 
methods (such as fertilisers, pesticides, etc.) has become more 
flourishing. In particular, future years should witness the growth of 
those branches of industry which are linked with agriculture and 
which have their natural setting in the South. 

Nor, we feel, is it wrong to argue that there has been a 
reciprocal stimulus between Land Reform and industrialisation even 
in non-agricultural industries, although the processing of agricul- 
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tural products naturally holds out the brightest prospects for new 
factories. 

The impressive work carried out by Land Reform must not 
therefore be considered in isolation but within the framework of 
the vast “development scheme” which is customarily called the 
“Vanoni Plan”. 

That plan postulated, for the decade of 1955-64, a volume of 
investment in agriculture of about 3,500,000 million lire, of which 
500,000 million were earmarked for Land Reform (over and above 
the previous appropriations). 

The main objective of investment in agriculture within the 
framework of the “ Vanoni Plan” was to prepare the solution of 
the grave problem of structural unemployment in Italy and this was 
to be achieved not so much by obtaining direct results in agricultural 
employment (32) as by providing the preconditions for a balanced 
industrialisation from the point of view both of national consump- 
tion and of the balance of payments. 

A problem of such vital importance calls for a much more 
detailed examination than is possible in this article. It must, 
however, be pointed out that one of the fundamental prerequisites 
for the avoidance or the attenuation of stresses on the food market 
resulting from an increase in employment in the non-agricultural 
sectors and, from a wider point of view, for the maintenance of 
economic development, is a marked advance in the level of 
production and productivity in agriculture along the lines set out 
in the “ Vanoni Plan” (of whose total investments Land Reform 
accounts for a by no means insignificant proportion). A shortage of 
foodstuffs during an increase in demand would force up prices 
and, through the play of the sliding scale, the cost of living (33). 
The consequences are obvious. Our industrial costs and ability to 
compete would be impaired, and this at a time when the prospects 
of creating a common European market are placing primary 
emphasis on the problems of adjusting our own costs to the interna- 
tional level. 


(32) Agricultural employment is scheduled by the Plan to fall, although there would 
be increases in employment in the areas covered by Land Reform and a reduction in under- 
employment in the country as a whole. 

(33) For, in fact, it is not always possible to offset stresses of this kind by liberalisation 
of imports, owing, among other things, to shortages of foreign exchange or to the special 
type of product favoured by the Italian consumer. 
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In addition, the importance of ensuring progress in agriculture 
within the overall economic development of Italy is enhanced by 
the task assigned, directly or indirectly, to agriculture of helping 
to cut down the deficit in our balance of payments. The Plan 
presupposes that, by the end of the decade, progress will have been 
such that the balance of trade in agricultural products will have 
been changed from an unfavourable to a favourable one owing, in 
the main, to the increase in livestock products and to exports of 
fruit and vegetables to other European countries. 


Revision of, and Improvements in, Land Reform 


Land Reform will therefore be carried out in full in spite of 
numerous criticisms. If we assume a rate of work slightly inferior 
to that of the period of the first six years, the scheme is likely 
to take a further 4-5 years. Thereafter, Land Reform will have 
only, in the main, responsibilities for welfare and the upkeep of 
the work already carried out. 

This does not, of course, mean that in its final stages Land 
Reform should not be improved nor that every effort should not 
be made to make good past mistakes, which incidentally are often 
unavoidable. 

What have in fact been the main mistakes? 


(a) In several, but very extensive, territories, especially at the 
beginning of the project, settlement was planned for holdings 
which were too small (in some cases by as much as 20-25 per cent) 
with houses which were too skimpy. These holdings must now 
be rounded off by “quotas” of land, which will sometimes be 
separate from the holding and often devoted to specialised crops 
(such as olives); alternatively, the planting of trees on the holding 
itself could be stepped up. The houses will also have to be extended 
and improved. The total cost will therefore be slightly higher than 
would have been the case had better and bigger houses been built 
at the outset. 


(b) As was inevitable, expropriation led to the acquisition of 
some of the poorest quality land, rocky, marshy, at a distance from 
roads and rural centres. By and large, it is believed that land of 
this type expropriated in the Maremma was of the order of 6,000 
hectares, in Apulia 9,500 hectares and in Sicily 24-25,000 hectares. In 
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other words, it was not always appreciated that expenditure on 
transformation should bear some relation to the potential develop- 
ment of the land. In extremely propitious areas, the authorities can 
go up to a fairly high figure, as much as 800,000 to 1,000,000 lire 
per hectare, since the investment will always yield a good return. 
In less suitable areas, however, the hard facts must be faced and 


the expenditure of even 20,000 lire per hectare be regarded as 
wasteful. 


(c) The selection of families to whom the land is assigned could 
be more severe and those who are less suited to running their own 
farms, be excluded. This problem, however, is now sorting itself 
out. In the Maremma, for example, families who do not possess the 
correct aptitudes, especially those who have received “ quotas ”, may 
be assessed at 400-500 out of a total of 20,000. 


(d) Land Reform has not been kept in step with the general 
operations for reclamation in a number of areas. This is particularly 
the case in the South. It is a mistake which is, however, being 
rectified. Otherwise, there is a danger, especially as regards irri- 
gation schemes, of having to wait overlong until the holdings 
become fully self-sufficient. 


I have been impelled to set down these few considerations 
because it appeared essential to reestablish the truth in the face of 
all the criticisms and misunderstandings concerning Land Reform. 

Against these criticisms must be set the much more frequent 
favourable judgments of experts, politicians and agriculturalists, 
both Italian and foreign. It may therefore be concluded that the 
Italian Land Reform, planned as a large-scale project for the settle- 
ment and improvement of extensively cultivated land, constitutes 
not only one of the most creditable pages of the history of our 
agriculture, but is also a very important facet of an economic policy 
designed to ensure the overall development of our country. 


Rome Mario BanDINI 





Long and Medium Term Industrial Credit 


in Italy 


Before discussing the Italian system as it appears to a French- 
man, it may be useful in a short introduction to summarise present 
practice concerning long- and medium-term credit in France. There 
is no question of establishing the superiority of one system or the 
other. Two countries often have problems that are similar but 
which appear in rather different shape in the two countries; each 
country solves its problems in its own way and in the end it often 
happens that different methods lead to similar results. 

More than most problems, the question of long- and short- 
term industrial credit cannot be isolated from its national context. 
Each country must find a solution which takes account of local 
circumstances, or financial methods and of the structure of existing 
banking facilities. 

In France, the practice is to distinguish three categories of 
credit, according to its duration: short, medium and long term. 

Short-term credit (i.e. falling due in less than a year) is avail- 
able at the commercial banks. 

At the other end of the scale, three great public concerns (or 
mixed public-private concerns), the Crédit National (for industry) 
the Crédit Foncier (for construction and building) and the Crédit 
Agricole, grant long-term credit (i.e. for more than five years) using 
resources obtained by the issue of debentures or by advances from 
the State. The loans granted by these institutions are subject to 
the same sort of conditions (documentation, methods of repay- 
ment, guarantees, etc.) as are found in other countries, especially 
in Italy. 

Between the two preceding categories comes medium-term 
credit, running from one to five years, for which a system peculiar 
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to France was devised towards the end of the war, when it was 
Necessary to repair and modernise quickly the equipment of the 
country before the financial markets had recovered. 

When an industrial firm wishes to obtain a medium-term loan 
it applies to its usual bank which submits a dossier to the Crédit 
National; an ad hoc Committee including a representative of the 
Bank of France then examines it. If the request is granted a 
contract is drawn up with at least three signatories (Debtor, 
Banker, Crédit National) and this contract has automatic eligibility 
at the Caisse des Dépéts et Consignations (1) and at the Bank 
of France. The Crédit National gives its signature but does not 
supply money. The Banker who alone takes the responsibility 
of the risk of the insolvency of the debtor provides the funds from 
his resources but he has the power to rediscount the document at 
any time within the period of the loan (2). 

Under this scheme the medium-term loan is thus made by the 
banks, at their own risk, on the explicit understanding however 
that their funds will be replenished as need arises, but with this 
essential condition that an official body specialising in this business, 
and the Bank of France itself, acting in advance of the granting of 
the loan, exercise a strict control on the status of the debtor and the 
employment of the money. The Banker, in touch with his client 
from day to day about short-term loans, does not think it strictly 
necessary to burden a medium-term credit by guarantees on real 
property. In fact, the taking of a mortgage, a step rarely taken 
by a French banker, is confined to long-term business. 

Inevitably, such an arrangement leads to the inclusion in the 
portfolio of the Bank of France of a large volume of medium-term 
credits. But stability was reached during 1954, at least in the financ- 
ing of industrial equipment, the opening of new credits being 
covered thereafter by the repayment of old ones. 

This summary of French customs is necessarily too simplified 
and neglects numerous details and many types of application; it 
will give, however, an overall view sufficient for making intelligible 
the comparisons which follow. 


(1) The French equivalent of the Italian Cassa Depositi e Prestti. 


(2) An analogous system functions with the support of the Crédit Foncier which is 
concerned with loans for building. 
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* * * 


The Italian system of long- and medium-term industrial loans 
is at first sight extremely complex; understanding will be assisted 
by a brief reference to its history. 

Inspired, in the last century, by methods introduced in France 
by Péreire and generally followed by German banks, the Italian 
banks, after massive investments in buildings, railways and iron- 
works, about 1890 suffered a violent crisis, the liquidation of which 
required the support of the issuing banks for fifteen years. Due 
to similar causes another crisis, aggravated by severe deflation, 
occurred after the first world war. Before the Italian economy 
could recover from this ordeal the great world depression began. 

These events, long and severely felt, gave rise to the bank law 
of 1936, still in force. This law led to the separation of short-term 
credit, granted by commercial banks, from long- and medium- 
term credit which is dispensed by “ special institutions ” prohibited 
from the business of taking demand or short-notice deposits. The 
resources of these special institutions are provided essentially by the 
issue of debentures and “cash bonds” and by advances from the 
State. 

The State had from the first taken a leading part in the birth 
and expansion of the special institutions. It had created some in 
order to free the banks from their frozen commitments and others 
in order to support public utility works; it established others in 
order to stimulate enterprise in depressed areas where industrial 
initiative has recently revived. Apart from two or three joint-stock 
companies, subsidiaries of banking groups (of which one at least 
would in France be called “ nationalised”), the institutions are 
in form “ public law” institutions, and in fact, at least “ mixed ” 
enterprises in the sense either that the State furnished the majority 
or part of the original capital, or that it grants directly of indirectly, 
important advances. 

The special institutions for industrial credit were developed in 
four main phases. 


1. As early as 1914, the Consorzio sovvenzioni su valori indu- 
striali (3) was established (it had been planned before the outbreak 


(3) More or less a subsidiary of the Bank of Italy which subscribed 43% of the capital, 
the rest being found by other public institutions. 
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of war) for granting to banks loans secured by industrial securities 
and goods; later it was involved in important business for the 
National Treasury. The Consorzio experienced some periods of 
great activity, notably during the Abyssinian expedition and the 
second war, obtaining from the Bank of Italy about 40 milliards 
of rediscounts, equivalent in to-day’s values to about 2,500 milliard 
lire. The Consorzio still exists but is dormant. 


2. In 1919 and 1924 two institutions were founded in the field 
most eager for capital at that time: 


(i) The Consorzio di credito per le opere pubbliche (crevitoP) 
which as indicated by its title was intended to provide for public 
institutions and agencies against annuities guaranteed by the State, 
and for public services, e.g. railways. 


(ii) The Istituto di credito per le imprese di pubblica uti- 
lita (1crrv), which from the beginning has been concerned prin- 
cipally with financing electricity and telephones. 


3. A third chapter of the history of long-term credit opened 
in 1931, with the creation of the Istituto mobiliare italiano (1.M.1.), 
whose task was the unfreezing of bank assets frozen by the economic 
crisis. 

The intervention of the 1.m.1. soon proved insufficient. In 1933 
the Government founded the Istituto per la ricostruzione industriale 
(1.R.1.), which took over from the banks their industrial participations 
and became the owner of almost all the capital of the three greatest 
Banks of the time (Banca Commerciale Italiana, Credito Italiano, 
Banco di Roma). Since then the 1.r.1. has assumed a double role: 
that of a holding company whose subsidiaries are industrial under- 
takings (this is the form taken by Italian nationalisation); and that 
of an institution lending at long-term for the benefit of certain 
industries in which it owns some of the capital. Some of these 
industries have access also to 1.M.1. and crepitop. Thus the 1.R.1.’s 
financial functions are purely ancillary, and it is usual in Italian 
statistics to exclude the 1.r.1. from the special institutions for long- 
and medium-term credit. 


4. Such was the situation after the second world war, when 
the fourth phase of the development of special institutions began. 
At first — as was also the case with the Crédit National in 
France — the business of the 1.m.1. received fresh impetus. Mar- 


6 





218 Banca Nazionale del Lavoro 


shall Aid counterpart funds and loans from the Exim-Bank were 
put at its disposal; it issued several series of securities, and became 
one of the main sources of long- and medium-term capital for the 
great industrial concerns, and it by no means neglected the smaller 
industries (4). 

Then in 1946 the three great banks controlled by the 1.1. 
(see above) together formed a Joint-Stock Company, the Banca di 
credito finanziario (Mediobanca), for the purpose of granting me- 
dium-term credit to a select clientele, as well as undertaking the 
business of what we in France call a “ banque d’affaire ”: organis- 
ing capital issues, stock exchange placings and the floating of new 
enterprises. 

Recently some other banks copied the three mentioned above 
and formed, on the same model as the Mediobanca, the Enti finan- 
ziamenti industriali (£.F.1.) which is still in its infancy (5). 

Meanwhile, four “ Public Law” Banks, (the Banca Nazionale 
del Lavoro which is growing rapidly and recently seems to have 
taken first place among the Italian banks, the Banco di Napoli, 
the Banco di Sicilia and the Banco di Sardegna), have each opened 
certain “ special sections” (with separate accounts) for long- and 
medium-term credit. 

Finally as there appeared need for further sources of medium- 
term credit for small and medium industry (defined by the law as 
having less than 1,500 million lire of its own capital and employing 
less than five hundred people), a dozen regional institutions have 
been opened during the course of the last few years. The regional 
or local banks participate in the ownership of these institutions 
which provide loans of up to 50 million lire, with maximum 
maturity of ten years. The three most important of these institu- 
tions are: at Milan, the Istituto per il credito alle medie e piccole 
industrie della Lombardia (Institute for Credit to Medium and 
Small Industries in Lombardy); at Naples, the Istituto per lo Svi- 
luppo Economico dell’Italia Meridionale (Institute for the Economic 


(4) In ten years it undertook a thousand operations for the benefit of large enterprises 
and 5,300 for the benefit of medium and small ones; but naturally the sums involved for the 
large undertakings were more considerable than those by which medium and small concerns 
benefited. 

(5) Actually the banks have taken over and reorganised for this purpose an old but 
inactive Corporation. We should also mention here the Centrobanca created on a similar 
plan by the network of Popular Banks. 
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Development of Southern Italy, 1svemmer); and at Palermo, the 
Istituto Regionale per il Finanziamento alle Medie e Piccole Indu- 
strie in Sicilia (Regional Institute for the Financing of Medium 
and Small Industries in Sicily, meris). It is anticipated that the last 
two, and similarly a Sardinian Institute of less importance (Credito 
Industriale Sardo, cis) will progressively replace the special sections 
of the Banco di Napoli, Banco di Sicilia and Banco di Sardegna 
referred to above. 

The establishment of these regional institutions was somewhat 
difficult owing to the scarcity of savings on which they could hope 
to draw in their respective provinces. Since 1952 it has become 
apparent that if they are to develop their business they must be 
reinforced by a central organisation (which would not itself be 
engaged in direct lending). Accordingly there was established in 
1953 in Rome the Istituto centrale per il credito a medio termine 
alle medie e piccole industrie (Central Institute for Medium-term 
Credit for Medium and Small Industries), usually called Medio- 
credito. Its role is developing from year to year: in addition to 
the mobilising of credit for medium-term investment in medium 
and small industry it has been called upon to provide medium-term 
finance for exports (6), not only through the regional institutions 
but also through 1.m.1., through the special sections of the banks, 
through Mediobanca and through t£.F.1. So far, however, only 
small sums have been involved in this export credit business. 

While the regional institutions of northern and central Italy 
appear to be a homogeneous network of establishments concentrat- 
ing on credits under 50 million lire and grouped round Mediocredito, 
the institutions of the south (1svermer and 1rFis) are quite different. 
They rely on Mediocredito scarcely at all, for the development of 
southern Italy has been made the responsibility of a public organi- 
sation (the Cassa per il Mezzogiorno) which receives large sub- 
sidies from the budget and from the State Treasury and obtains 
loans from the International Bank for Reconstruction and Develop- 
ment (1.B.R.D.). The Cassa per il. Mezzogiorno, deploying its 
resources in accordance with a ten-year plan, provides funds for 
public works, water-works, roads and tourist facilities, and it makes 


(6) Cf. “ Export Incentive Measures in Italy”, in Banca Nazionale del Lavoro Quar- 
terly Review, Nos. 36-37, January-June, 1956. 
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advances through the IsvEIMER and IRFIs to new industries and 
those which are to be expanded. 

ISVEIMER and rrFis, having until now found at the Cassa per 
il Mezzogiorno all the help they need, are able for the moment 
to escape the control of Mediocredito, resorting to it only for very 
limited accommodation to cover short-run contingencies. The 
managements of IsvEIMER and rrFis are thus not limited by the 
rules imposed on Mediocredito and its network of institutions: the 
rules, that is to say, restricting their operations to medium and 
small industries and the amount of individual loans to 50 million 
lire. In the south it is not unusual for loans to exceed this sum and 
there are some projects receiving several milliards of lire from the 
funds which have been derived from the 1.8.R.D. 


This brief survey shows that there exists in Italy more than a 
score of special institutions which for simplicity (perhaps excessive, 
but to which we are forced in a short exposition) we can put into 
four categories. 


1. Three great institutions of national character, I.M.I., ICIPU, 
and crepiTop, and one can add the 1.r.1. The total loans of the 
three strictly “long-term” institutions reached at the end of 1955 
808 milliards of lire (not counting the loans to State Railways). 
The total loans and participations of 1.x.1. amounted, at the end of 
1955, to round about 359 milliards of lire, in addition to which it 
has arranged “ financings ” amounting to 107 milliards. 


2. Three Joint-Stock Companies (Mediobanca, £.F.1. and Cen- 
trobanca) and the special Section of the Banca Nazionale del Lavoro, 
which conducts medium-term business all over the country (as 
regards Centrobanca and the B.N.L. Section, for small and medium 
enterprises only). Their commitments were round about 63 mil- 
liard lire at the end of 1955. 


About ten regional institutions of northern and centrai 
Italy, under the aegis of Mediocredito, whose loans totalled about 
12 milliards at the same date. 


4. The three institutions of southern Italy and the islands 
(IsvEIMER, IRFIs and cis) backed by the Cassa per il Mezzogiorno, 
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and the three special sections of the Banco di Napoli, Banco di 
Sicilia and Banco di Sardegna which are being progressively super- 
seded. The combined 1955 loans of these six organisations were 
about 96 milliard lire. 

That makes a total of about 980 milliards of lire on loan (not 
counting loans by 1.x.1. and the 192 milliards granted to the State 
Railways) and we have not included in this account: 


(a) F.1.M. (an organisation, now in liquidation, for financing 
the engineering industry) (7) and the Consorzio sovvenzioni su 
valori industriali (now inactive) whose residual credits are valued 
at 37 and 12 milliard lire respectively. 


(b) Several institutions dealing in medium-term loans of a 
special nature: the Section of the Banco di Sicilia dealing with 
mines (16 milliard of loans); the Sections of the Banca Nazionale del 
Lavoro covering the film industry (10 milliards), and hotels and 
the tourist trade (10 milliards); the Section of the Istituto di Cre- 
dito Fondiario delle Venezie (13 milliards), etc. 


nail . . . . . . 

The resources of the industrial credit institutions granting long- 
and medium-term loans were provided, broadly, as to two-thirds 
by their own capital and by the issue of fixed-interest securities; 


the rest was supplied by the State, by Marshall Aid or by 1.B.R.p. 


The greater part of the loans has gone into electricity, gas, 
steel, engineering and transport. 


Before finishing with the institutions and passing on to the 
loan procedure we shall briefly consider the statutory provisions 
whereby the State exercises control over the distribution of loans 
and over the employment of public funds whilst assuring a repre- 
sentation of private business and of regional interests. The balance 
of influence varies greatly from one institute to another. 

The capital of the three great Institutes was provided prin- 
cipally by the Cassa Depositi e Prestiti and the Istituto Nazionale 
Assicurazioni (National Assurance Institute), that is to say, in the 


(7) Cf. Roserto Tremettoni, “ Premises and Tasks of the Special Fund for Financing 


the Italian Engineering Industry ”, in Banca Nazionale del Lavoro. Quarterly Review, No. 3, 
October 1947. 
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last analysis by the State, but with the participation of certain banks 
and savings banks. In each organisation a meeting of the partici- 
pants, acting in the same way as a meeting of shareholders, appoints 
a certain number of the members of the Board. The other members, 
including the President, are nominated by the Minister of the 
Treasury. He also has to preside over 1crpu and crepitor. In the 
three organisations, and also in 1.R.1., the preponderant influence 
of the public authorities is clearly established. 

The capital endowment of the central Mediocredito is entirely 
provided by the State which nominates the members of the General 
Assembly of participants, of whom a third are proposed by the 
Interministerial Committee on credit and saving, and another third 
are chosen from the banks and savings banks. 

The Government nominates the members of the Board from 
the General Assembly, and the President of the Board who must 
be from outside the General Assembly. Thus (and it is the 
same in the Cassa per il Mezzogiorno) the preponderance of the 
State is indisputable, but representation of the business world is 
not neglected. 

The system of the regional Institutes varies from a tolerably 
broad independence from public control to a nicely calculated dis- 
tribution of influence between the State, private interests and 
regional authorities. At Milan, where the capital of the Institute 
does not include participation by the State, the organisation — in 
the shape of a “ public law organisation” — is an autonomous 
enterprise. This arrangement is natural in Northern Italy where 
economic initiative is highly developed. A powerful and very old 
savings bank in the principal city of Lombardy supports the medium- 
term credit Institution. In southern Italy the Cassa per il Mezzo- 
giorno supplies 40°% of the institutions’ capital, the Banco di 
Napoli and the Banco di Sicilia 40°/, between them, and the other 
banks in the area 209%. The Minister of the Treasury nominates 
the President (in Sicily this must be done in agreement with the 
political President of the region) but the Council is appointed by the 
participants proportionately to their share in the capital endowment. 
Thus there appears to be a predominance of local influence 
moderated by the control of the Cassa per il Mezzogiorno. 

This completes our account of administrative arrangements 
peculiar to each institute and we now proceed to the operating 
practices. 





Long and Medium Term Industrial Credit in Italy 
* * * 


Long-term credit in Italy is based on the same sources of 
finance, the same methods of investigation, and the same guarantees 
as in France. Funds are provided by the issue of bonds or by 
advances from the State. The investigation of requests for accom- 
modation involves some enquiries by the consultant engineers, as 
in the Crédit National. The guarantees nearly always take the 
form of mortgages. 

But in Italy medium-term credit is treated nearly the same as 
long-term, that is to say, more strictly than in France, and the 
course of its development has been determined by the rigorously 
orthodox policy of the Bank of Italy. The latter, fortified by the 
Banking Statute of 1936, seeks to prevent commercial banks from 
granting medium-term credit and resolutely excludes it from its 
own portfolio. In acting thus, it is influenced not so much by 
abstract considerations of monetary doctrine as by the painful les- 
sons of experience. As is well known, the Italian banks have 
experienced certain periods of illiquidity to which they have no 
wish to return. That is why the Bank of Italy, exercising its power 
in the public interest, has encouraged the foundation of special 
institutes to which is confined the granting of long-term credit. 

The use, in favour of medium-term credit, of the pro- 
cedure of the third signature given by an organisation of the type 
of the French Crédit National (or of the Caisse des marchés, or 
the Bangue du Commerce Exterieur) is completely rejected in Italy. 
The special institutions give no medium-term credit which would 
not oblige them to eat into their own resources immediately. And 
they cannot, otherwise than by issue of debentures, replace resources 
by resort to rediscount at the banks, still less at the Bank of Italy. 
Of course necessity has occasioned some relaxation of these con- 
ditions. That is why the Mediocredito was founded and the Cassa 
per il Mezzogiorno is allowed to help the southern institutions. 
But these two centres of rediscount have not themselves, for the 
time being, resources other than those provided by the State. 

Having stated these principles let us examine in order Italian 
ideas and practice concerning the duration of loans, their objects, 
the possible recipients, the investigation of cases prior to the grant- 
ing of loans, the guarantees taken, rates of interest and the inter- 
vention of the two special rediscounting institutions, 
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A) The duration of loans. Loans for less than a year are 
within the competence of commercial banks; the latter do not 
grant credits for more than one year. The division between medium- 
and long-term loans is neither as rigid nor as important as in 
France, since neither from the point of view of the origin of the 
funds employed nor, as we shall see, from the point of view of 
guarantees required is there much difference between the two cate- 
gories. The Italian law of July 25, 1952 concerning the Medio- 
credito fixed the dividing line between the two categories at ten 
years. But there are some Italian bankers who, having regard to 
the rapidity with which modern machinery becomes obsolete, prefer 
redemption in five years. In these circumstances it is more instruc- 
tive to examine the actual policy followed by the institutions than 
to search exhaustively for hard and fast rules. 

The 1.m.1. rarely grants loans for less than five years duration 
or for more than fifteen or sixteen years, so that it appears to a 
Frenchman to be an organisation for long-term rather than medium- 
term credit. The same seems to be true of crEprTop and IcIPu. 

In certain institutions in northern and central Italy the dura- 
tion seldom exceeds five years; there the permitted maximum is 
ten years but in practice banks keep well below this limit. Moreover, 
the Mediocredito is only ready to give “ rediscounts” for up to two 
years, although it may renew the accommodation after a new exami- 
nation of the borrower’s position. 

In the southern institutions which rely on the Cassa per il 
Mezzogiorno loans are granted for periods of five to ten years. 
Until the recent creation of these institutions, special sections of 
the Banco di Napoli and of the Banco di Sicilia operated in the same 
way; since then however they have confined themselves to shorter 
credits. 

The two private law companies contract few loans of less than 
five years, but the course of amortisation keeps the average life of 
outstanding loans down to about three years. 


B) The Object of loans. They are all destined to be invested 
in plant or equipment, to the exclusion of all use as circulat- 
ing capital. It has often been objected that this principle is too 
narrow in the context of medium-term credit; a firm’s liquid 
resources are not divided and it is impossible to ensure that medium- 
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term credit is not used to finance stocks. This argument has also 
been heard in France. 

The two private law companies, Mediobanca and f.¥.1., are 
more free and appear to adapt themselves easily to the needs of 
their customers. 


C) Beneficiaries; the importance of loans. The large institu- 
tions have not shunned small business: they have granted numerous 
loans of relatively modest amount to enterprises of all sizes. But, 
although it is not possible to support this impression by statistics, 
it seems that large loans, granted to a few big concerns, constitute 
much the greater part of their operations. The beneficiaries come 
from all the branches of industry, but three big items, forming 
75°, of 1.m.1.’s balance sheet, relate to transport and communications, 
electricity, steel and engineering. As we have already seen, elec- 
tricity is the main customer of 1crpu, and public works and railways 
are those of crEDIToP. 

The Mediobanca at Milan, though its figures are not compar- 
able to those of the great institutions, is mainly interested in the 
big organisations, in their subsidiaries, or in enterprises working 
for them. 

Legally, the regional institute must limit any one loan to 
50 millions and can lend only to firms employing less than 500 
people and having at their disposal funds less than 1.5 milliard 
lire. These restrictions are imposed on the institutions of northern 
and central Italy but, to the extent to which they use the funds of 
the Cassa per il Mezzogiorno and of the 1.8.r.p., the southern institu- 
tions escape the limitations imposed by law on the Mediocredito. 
Thus they do not so completely exclude the great enterprises, 


especially when the project in question is investigated in conjunc- 
tion with the 1.B.R.D. 


D) The investigation of dossiers prior to the granting of loans. 
The 1.M.1., which is concerned rather with long than with medium- 
term credit according to French standards, uses methods of invest- 
igation precisely similar to those of the French Crédit National. 
Demands for loans reach it either through one of the five repre- 
sentatives which it maintains in the largest provincial cities or 
through the Bank of Italy. Judging by statistics shown in its annual 
reports, it is very strict and the percentage of refusals is high. 
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Whatever the amount or term of the loan requested an investiga- 
tion is always made by a consultant engineer attached to 1.M.1. 

In the regional institutions requests for medium-term credit 
are made on standard-type forms whose pattern it is easy to picture. 
In general the firm’s ordinary bank is consulted, but an investiga- 
tion always takes place, either by a qualified accountant or, where 
the business is of exceptional importance (as in Southern Italy), by 
a technical expert. 

In the special Sections which work in close contact with the 
banks to which they are attached, methods are freer and approxi- 
mate, it seems, to those of French banks when they prepare a 
dossier for medium-term credit addressed to the Crédit National. 


E) Guarantees. As a general rule the security is real property, 
generally by mortgage, even in the case of medium-term credit. 
This seems to be true for some 80 to 85°/ of loans agreed to by 
regional institutions and even by the special Sections. These arran- 
gements are to some extent customary in Italy, perhaps partly 
because of the sharp division between short- and medium-term 
credit: once credit is given supervision cannot be maintained, and 
it is therefore necessary to protect it by sound guarantees. The 
requirements of the French Crédit National in the matter of 
mortgage guarantees for long-term credits are nearly the same, but 
much less severe for medium-term credit. 

Italian banks complain of the extent of the privileges allowed 
to these institutions. The reply to this is that the normal cover 
for short-term credit lies, not in fixed property which may be more 
or less heavily mortgaged, but in stock or self-liquidating assets. 
We can say that the sharp division between the two types of credit 
raises problems of the relations between banks and institutions in 
their use of resources having regard to the demand for investment 
on the one hand and the need for day-to-day finance on the other. 
The founding of the institutions is still recent and it will take time 
to establish the habit of co-operation. 


F) Rates of Interest. These vary considerably in Italy as in 
France, following the pattern of the sources which supply the loans; 
like the Crédit National, the 1.m.1. divides its accounts into ordinary 
business and special business based on State funds. For certain 
categories of loans the State bears part of the interest charged by 
the institutions. The scale of rates paid by the borrowers varies 
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from 3°% to 814%. It is not possible to estimate the average rate 
and we must moreover frankly confess that it would also be pure 
guesswork where France is concerned. We may however guess that 
such an average rate would be higher in Italy than in France, 
perhaps by a full point or a little more, a difference that may be 
considered as reflecting the spread between the rates at which bonds 
can be issued. 


G) Intervention of the Central Institutions. There is little to 
say of the procedure of the Cassa per il Mezzogiorno which 
advances funds to the southern institutions in the same way as in 
France the State supports the Popular Banks or the Crédit Agricole 
in certain of their operations. 

More strange to French eyes is the method of the Mediocredito 
which supports the regional institutions in many ways: by redis- 
counting bills, by granting loans or underwriting shares or cash 
bonds issued by them. Whether it is making advances or taking 
up bonds the Mediocredito has assigned to it by the institutions, 
as special guarantee, an amount of credit operations equal to the 
total of funds advanced, as well as whatever security is attached to 
those operations. It limits its support to 50°/, at most of each loan 
and to a period of two years, but is free to prolong its assistance if 
it finds this appropriate. Thus it exercises a very close control over 
the kind of projects to which the money is to go, and it compiles 
very complete dossiers, but it does not proceed, except in rare cases, 
to enquiries into the actual conduct of the business. It concentrates 
its efforts on the stage at which the money is being raised. In its 
desire to maintain complete freedom of judgment at all times, 
Mediocredito refuses to take part in the investigation made by the 
institutions prior to the granting of a loan. The institutions are 
administered independently, as is Mediocredito itself. 


Such are the structure, principles and methods of the long- and 
medium-term credit institutions; we must now consider their place 
in the whole structure of financial institutions. 

In Italy medium- and long-term loans granted by all the Special 
Credit Institutions (industrial, land and building loans, loans for 
the improvement of agriculture and the storing of crops, and loans 
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to State railways), plus those through the Savings Banks, certain 
banks and their central Institutes (credits on note of hand and 
mortgages), together totalled at the end of 1955 more than 2,050 
milliard lire, of which more than half was for industry. Short- 
term credit granted by the Savings Banks, commercial banks and 
their central Institutes (bills, overdrafts, advances, loans against 
pledge of wages and bills rediscounted) at the same date exceeded 
3,600 milliard lire, excluding funds employed in foreign exchange 
operations which reached 123 milliard lire. 

In France the proportions were almost the reverse: 3,800 mil- 
liard francs at long- and medium-term (of which 845 milliard is 
lent by the commercial banks and the Bank of France with the 
endorsement of the Crédit National or of the Crédit Foncier) and 
only 2,400 milliard francs at short term. 

To get these figures on to a comparable basis we can relate 
them to the gross national products (8). We then see that long- 
and medium-term credit, especially for industrial purposes, is less 
developed in Italy than in France, but that, on the other hand, 
short-term bank credit in Italy is nearly twice as important as in 
France. Incidentally we notice that a similar conclusion would result 
from a comparison between German and French statistics. 

We must not forget, of course, that there are other sources of 
capital besides the banks and special institutions; notably there is 
direct resort to the capital market and there are public funds. 
A comprehensive comparison would therefore have to include not 
just two but at least four sectors in the supply of funds. 

Even if the contrasts revealed by the statistics cannot be 
imputed to a single cause, one cannot deny that France is the only 
European country where the banks are authorised to lend openly 
at medium-term and on advantageous conditions (since the endorse- 
ment of the Crédit National assures the liquidity of their commit- 
ments) and that customers in France pay less for this kind of loan 
than for an ordinary unsecured overdraft. In a period of recon- 
struction and expansion and monetary somersaults, the classification 
of loans into long-, medium- and short-term appears to certain 
borrowers — dare one say to certain bankers? — as raising diffi- 
culties which are merely doctrinaire. Is not one of the consequences 


(8) 12,900 milliard lire and 16,400 milliard francs. 
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of the very liberal French control of medium-term credit to have 
given the banks, not indeed complete freedom, but very consider- 
able discretion? The facility thus enjoyed by all the French banks 
is particularly valuable to them as their liquidity position is certainly 
more vulnerable than that of foreign banking systems with which 
we have been comparing them. 

In Italy, as in several other countries, notably Germany, the 
commercial banks receive some savings deposits, and the savings 
banks (which are authorised to discount bills and to make loans) 
belong to the banking system. A total balance-sheet for the bank- 
ing system consequently includes (at the end of 1955), not only 
2,690 milliard lire of demand deposits but also 2,470 milliards of 
savings deposits (9). Under these conditions the liquidity of the 
banking system can easily be maintained without the banks, or 
more exactly the savings banks, abstaining altogether from fixed 
investments. They therefore quite legitimately have large holdings 
of securities, including many that have been issued by the Special 
Institutes for long- and medium-term credit. 

A broad capital market is more necessary to Italian special 
institutions than to ours, because they do not have the same facil- 
ities for rediscounting and the State helps them less than is the 
case with us. At the end of 1954 French industrial credit was 
financed in the following way: 23% by savings, 55°/, by State 
advances and 22°/, by bank rediscounts. Italian industrial credit 
was financed to the extent of 65°/, by savings and to the extent of 
35% by State and foreign loans. 

Statistics of the issue of shares, debentures and “ pluriennial ” 
Treasury bonds show — when the figures are reduced to common 
terms — that the Italian capital market in 1953 and 1954 absorbed 
about twice as many securities as the French. This fact is surprising 
to a Frenchman, for individual income is surely higher in France; 
it is however, no part of our present purpose to furnish a complete 
explanation. The proportion of share issues is higher in Italy than 
in France, probably because fiscal legislation is more favourable to 
companies in the former. In Italy gold has never absorbed — and 
held — savings in the way it has among French people. Lastly 


(9) In this classification the total of deposits “on current account” (about 257 mil- 


liards) is combined with other demand deposits; foreign accounts (about 361 milliards) are 
excluded. 
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perhaps saving is differently distributed; possibly company savings 
have not the same importance in the two countries. Supplies in the 
capital market depend as much (and sometimes more) on the income 
structure as on the total of incomes. At the end of an article, 
already long, we can only mention these points, and they are of 
course open to argument. The fact nevertheless remains that the 
Italian capital market has yielded more ample supplies of funds 
than the French. 


What conclusions can we draw? 

The legal separation of short- from medium-term credit is 
certainly a healthy rule from the point of view of the liquidity of 
Italian banks; liquidity is further assured by the fact that a large 
part of the banks’ liabilities is not payable on demand, being in 
fact an accumulation of savings. 

In France orthodox doctrine has not been observed so rigor- 
ously. Constrained by the deterioration of the capital market and 
anxious to obtain, above everything else, quick results in industrial 
reconstruction we in France deviated for the time being from clas- 
sical ways. We have however intended to restore a more normal 
position after some years, and the volume of medium-term bills 
representing equipment finance has already ceased to grow. 

There are also differences of a technical kind. In France the 
signature of the Crédit National serves to separate the notions of 
risk and illiquidity. In Italy the medium-term Institution assumed 
both the risk and the burden on cash resources. Mediocredito never 
engages in advance to made the credit liquid. Is is not possible to 
conceive a system where responsibility is more concentrated, and 
probably this is right. 

On the other hand, the institutional separation of short- from 
medium-term credit can create difficulties in relations between the 
banks and the special institutions. It can cause the special institu- 
tions to seek real property guarantees even for medium-term credit. 
For once the credit is granted they are less well placed than a banker 
to follow the course of the business. Every method has disadvan- 
tages as well as advantages. 

Such are the principal reflections suggested by an examination 
of the two systems. Both pretty clearly need to rely on a well- 
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supplied capital market. Italy seems to have been relatively more 
fortunate than France, in this regard, during the last few years. 

This point, which is on the borderline of our present subject, 
would merit a special investigation of its own: in any case it is 
apparent that the possibilities for issuing fixed-interest securities are 
fortunately increasing in both countries. 

The most original feature of the Italian system is its network 
of regional institutions, which we now know could not have deve- 
loped without the support of a central institute, the Mediocredito. 
This arrangement, in which influence is divided between public 
authority and the banks, constitutes an interesting experiment in 
the encouragement of industrial development in regions and through 
small firms which need simultaneously State aid and_ private 
initiative. The experiment is in its infancy but, after some hesita- 
tion, the start has been promising enough. Now, when France is 
trying to stimulate activity in certain provinces which lag behind 
the great industrial zones, this example merits close attention. 

I have allowed myself these comparisons between the two 
countries in the hope of adding interest to an otherwise purely 
technical study, and am not implying that any difference between 
the two systems makes one, in abstracto, preferable to the other. 
The story of Italian banks differs from that of French banks. 
Financial practices and needs on one side of the Alps differ from 
those on the other. Looking at the variety of Italian institutions a 
Frenchman realises for example, that there are — economically 
speaking — two Italies, that of the North and that of the South. 
Therefore it is not surprising that French and Italian answers to the 
same questions can diverge at several points. 

Up to the present it does not seem that the franc has suffered 
from the liberality of facilities in France for obtaining medium- 
term credit to support ravaged industries. At the end of 1943, 
before the ordeal was ended, it was the French monetary authorities 
themselves who, thinking then of the future, took the initiative 
(fortunately, we can say from experience) to establish these facilities. 
These same authorities are perfectly ready, still, to assume new 
responsibilities of control in a sector which was quietly ignored 
before the war. The need for investment is no less intense in Italy. 
Stimulated by the necessity of raising the level of employment, 
obliged to repair war damage, deprived of its colonies and con- 
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centrating its efforts on the metropolitan territory, the country is 
taxing its ingenuity to develop industry and gives to a visitor at 
this time the impression of a very remarkable vigour. The effort 
to achieve a more reasonable balance between North and South has 
led to well-chosen programmes of capital development, and a serious 
start has been made in the execution of these programmes. 

The economy is now fully active, but neither the Government 
nor the central bank can forget the liquidity crises of the past, in 
which the Italian banks suffered more acutely than did the French. 
They therefore follow a cautiously orthodox policy, striving to 
reconcile the requirements of expansion with the strict protection 
of the lira. 
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Outline of a Monetary Approach 
to the Theory of Tax Incidence 


1. The relationship between taxation and prices raises two 
distinct preliminary questions. The first question is whether taxes 
of different technical nature have different effects on prices; the 
second, whether taxes can have any effect on prices when the 
quantity of money and its velocity of circulation are constant. The 
first question leads to analysis of the effects of various kinds 
of taxes in identical market conditions and on the assumption 
that the money supply adapts itself readily to the shifts in demand 
due to changes in government receipts and expenditure. The second 
question is concerned only with the monetary transfers and with 
price changes due to various kinds of taxes in conditions of a 
general monetary constraint. 

The two types of analysis are strictly complementary, but are 
largely situated on different planes. The first is best conducted in 
terms ot partial equilibria, at least so long as the enquiry is concerned 
solely with the distribution of the tax burden and leaves out of 
account the expenditure; the second must be in terms of general 
equilibrium and must always deal both with revenue and with 
expenditure. The latter type of analysis is a first step in providing 
the background and basic outline for further more detailed and 
more concrete research on the economic effects of taxation and on 
the distribution of the tax burden. 

The relationship between taxes and prices also raises a third 
question which, methodologically, it is convenient to deal with after 
we have examined the other two. This is the question of the 
monetary consequences, and hence the effect on prices, of a 
public expenditure which may be greater or smaller than the 
diminution in private expenditure due to the tax levy. In this 
case the analysis is concerned with an additional problem: that of 
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the different effects of different kinds of taxes, at a given level of 
public expenditure, on private consumption, investment and saving. 
The view widens: it presents two types of analysis which are no 
longer distinct. One is still concerned with the distribution of the tax 
burden, and the other extends to the effects of government finance 
on aggregate national income and on its distribution, in dynamic 
conditions free of any constraint. 

The present paper deals with the second question. An attempt 
will be made to discover whether it is possible for prices to change 
irrespective of changes in the quantity of money and in its velocity 
of circulation; and whether price changes are or are not the same in 
the case of a direct tax on income and in the case of an indirect 
tax on goods. The following analysis will lead to an examination 
of the validity of H.G. Brown’s analysis (1), which was later 
developed by E.R. Rolph (2). Both authors, having implicitly 
assumed not only a constant quantity of money, but also a constant 
transactions velocity of circulation, reached the conclusion that direct 
taxes on income and indirect taxes on goods have the same effect: 
“ Excise taxes, because they reduce private money incomes, operate 
in a fashion strictly comparable with so-called direct taxes” (3), 
both as regards prices, which remain unchanged in either case, and 
as regards incidence. 


2. Brown had asserted (4) that “there is... no basis in mon- 
etary theory for supposing that a general tax on all goods will 
make average prices permanently higher. ... If a tax on the output 
of all goods neither decreases supply nor increases demand, on what 
basis is it to be argued that such a tax will raise prices? ”. 

He had demonstrated this statement by means of a period 
analysis of expenditure: given constant values of the two monetary 
parameters, the tax does not cause effective expenditure to alter 
in the unit period, and hence the “ wedge” of tax which is driven 
between cost and price, can only compress costs, or factor incomes. 


(1) Harry Gunnison Brown, “ The Incidence of a General Output or a General Sales 
Tax ”, The Journal of Political Economy, April 1939, pp. 254-62. 

(2) Eart R. Rotpn, “ A Proposed Revision of Excise-Tax Theory”, The Journal of 
Political Economy, April 1952, pp. 102-17. 

(3) Rotpx, op. cit., p. 117. 

(4) Op. ait., p. 255. 
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Other writers, before and at the same time as Brown, simply 
based their conclusions on the quantity theory of money, stating in 
general and always more or less similar terms that a tax on goods 
could raise the general price level only if the money supply in- 
creased or its velocity of circulation quickened, in other words if 
there were changes on the money side. It follows that if neither 
the volume of money nor its velocity of circulation alter (and there 
is indeed no obvious connection between taxation and the monetary 
variables), the general price level cannot change. 

Rolph revived and reinforced Brown’s period analysis and ex- 
tended it to special excise taxes. His conclusion is that an excise 
tax introduced in an inflationary situation when public expenditure 
exceeds revenue (this is Rolph’s initial situation) stops the rise in 
prices; and that one introduced when the budget is balanced para- 
doxically tends to reduce rather than to raise prices. 

The adherents of the quantity theory, as well as Brown and 
Rolph and recently other authors (5) all make the same assumption, 
namely that the volume of money and its transactions velocity of 
circulation remain constant. The assumption is explicit with the 
former, with the latter often implicit. The period analysis of 
Brown and Rolph is, to use Rolph’s own words “ quantitative 
theory in the Fisherian tradition of treating money as an objective 
constraint on behavior” (6). Both groups of theorists reach the 
result of a constant price level of goods and services by wrongly 
deducing from a constant transactions velocity that circular (income) 
velocity must also remain constant; because the speed with which 
money changes hands between one payment and another does not 
quicken (and indeed there is no theoretical reason why the tax 
should alter the habits of the market), the authors conclude that 
money on the average still needs the same time to traverse its entire 
course from one income expenditure to the next. 


(5) Among others Vaterio SELAN, “ Intorno agli effetti delle imposte sul livello generale 
dei prezzi”, Bancaria, April 1955, pp- 393-410; A."R. Prest, “ Statistical Calculations of Tax 
Burdens ”, Economica, August 1955, pp- 234-45; Witu1 Avsers, “ Preisliche Wirkungen der 
Besteuerung ”, Finanzarchiv, No. 2, 1955, pp- 227-57. For Selan, credit is an essential 
factor for a durable price rise; Prest considers that prices can rise only if the supply of money 
is sufficiently elastic to allow public expenditure to increase in step with the tax levy; Albers 
states that in a stationary economy the price level rises only if public requirements are 
covered by consumption taxes and the government is able to create money. 

(6) Rotpn, op. cit., p. 108, fn. 11. 
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3. The Brown-Rolph analysis and its results regarding equality 
of the effects of various kinds of taxes in conditions of a mon- 
etary constraint are open to both external and internal objections. 
We may question the authors’ assumptions as well as the validity 
of their interpretation of the quantity theory of money, which they 
take to imply not only a constant volume of money, but also 
a constant velocity of circulation irrespective of changes on the other 
side of the equation of exchange; or else, accepting their assumptions, 
we may re-examine the internal logic of the model and query 
whether the results are consistent with the postulates. The prin- 
cipal objections of an external order have already been discussed 
in another paper of mine (7), where I compared the assumptions 
of the model with a more accurate interpretation of the quantity 
theory in Fisherian terms and stressed the circumstance that the 
exchange transactions include some which do not necessarily require 
any additional quantity of money. These are new transactions 
which are due to institutional and organizational market changes 
and which therefore act directly on the velocity of circulation. In 
this paper I propose to concentrate on internal criticism of the 
Brown-Rolph model and in general of the argument of those who 
reach the same or similar conclusions. The paper is a new pre- 
sentation, along different lines and with new analytical develop- 
ments, of another essay of mine (8); the conclusions are the same. 

Just as in the Brown-Rolph model, the assumptions are: (a) a 
stationary economy; (b) free competition; (c) a closed economy; 
(d) rigid factor supply: any reduction in total expenditure is at 
once reflected in a fall in factor incomes; (€) government inter- 
vention in the distribution of national income without any govern- 
ment contribution thereto, such intervention taking the form either 
of direct purchases of goods and services or of the mere redistribu- 
tion of tax revenue; (f) money has a constant transactions velocity of 
circulation, that is to say, its average resting period between suc- 
cessive payments is always the same irrespective of the nature of 
the transaction and of its being private or public; (g) an indirect 


(7) “Imposte indirette su merci e livello generale dei prezzi”, Moneta e Credito, 
1954, No. 2, pp. 144-64 and No. 3, pp. 298-312. 

(8) “ Imposte, moneta e prezzi”, Rivista di diritto finanziario e scienza delle finanze, 
June 1956, pp. 111-136. 
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tax on goods affects also the goods purchased with its own yield; 
and (h) both direct and indirect taxes are general. 

The purpose of the analysis is to trace the effect on prices of 
the two principal forms of taxation, i.e. direct taxes on income and 
indirect taxes on goods, in order to ascertain whether their effect 
is or is not the same, and whether and in what direction prices 
change. By a tax on goods we mean any kind of indirect tax on 
the consumption, production, purchase, sale or turnover of goods 
or services. 

We shall distinguish between two price levels: first, the price 
level of consumer goods and services (9), and secondly, the “ ge- 
neral” price level of all goods and services: means of production, 
intermediate and final goods, capital goods and consumer goods, 
services to producers and consumers, as well as incomes. The more 
important price level in the context of this study is that of con- 
sumer goods. This is also the point of departure for the incidence 
theories of all the above-mentioned writers who, when discussing 
the relationship between taxes and prices, implicitly or sometimes 
explicitly mean prices to the consumer. In particular, the inci- 
dence theory of Brown and Rolph is in their model deduced from 
stability of the prices to consumers. The general price level of all 
goods is too general and hence too indeterminate to be relevant to 
a study of tax incidence, which is concerned with the relative 
changes in the prices of separate goods and categories of goods. 


4. The entire money supply, M, is assumed to consist of 
“ active” funds required for technical payments needs; V, is average 
velocity of circulation with respect to income in the unit period, 
or circular velocity — that is the number of times in the unit 
period a money unit on the average passes from consumers to 
producers and back again to consumers through the expenditure, 
production and distribution of income; V; is average Fisherian 
velocity with respect to all payments in the same unit period — 
called the transactions or exchange velocity; and D is the average 
number of stages or successive steps which make up the process 
of income production, distribution and spending, plus one — that 
is the number of payments stages through which a money unit on 


(9) When, in the following, we speak of the price of goods, services will always be 
understood to be included. 
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the average passes in the course of the circular flow of income (10). 
On the assumption that all transactions occur in the production and 
spending of national income, we have the identiy Vi=V-D. Given 


M=K constant, changes in effective demand, E=MV,=M 


and hence in prices to the consumer (assuming real income also 
to be constant), are determined by changes in the values of D 
and/or V:. If Ve is also constant, changes in V,, and hence in 
prices to the consumer, will be determined by changes in D due 
to the new payments to which the tax gives rise. 

It follows that price stability implies new values for V:. Prices 
and transactions velocity cannot both remain unchanged, the con- 
ditions are mutually incompatible. 

The tax in fact modifies the number of times the same quantity 
of money has to change hands. In abstract terms, the introduction 
of a tax on income is equivalent to the insertion, into the existing 
circuit of formation, distribution and spending of income, of new 
public transactions serving the use of that portion of income which 
has been paid as tax. On the other hand, the introduction of a 
tax on goods amounts to the creation, alongside the monetary circuit 
of private income, of a smaller public monetary circuit consisting 
of two or more transactions: in the case of a sales tax, payment 
of the tax by the seller from whom it is levied and (direct or indirect) 
public expenditure on goods and services produced in the private 
sector; in the case of another type of indirect tax on goods, the 
same payment plus payments from the final seller to the producer 
or intermediate trader from whom the tax is levied. 


5. As a result of a new tax there is a change in the number 
of times the existing money supply changes hands in the circular 
flow of income. 

With a direct tax, consumption expenditure by income reci- 
pients is reduced by the amount of the tax. Part of the money flow 
coming into the hands of the income-receivers is no longer spent by 


(10) With respect to these concepts and their use we recall two essays by James 
W. AnceLt, “ Money, Prices and Production: Some Fundamental Concepts”, Quarterly 
Journal of Economics, November 1933, pp. 39-76, and “The Components of the Circular 
Velocity of Money ”, ibid., February 1937, pp. 224-71. 





Outline of a Monetary Approach to the Theory of Tax Incidence 239 


these: the number of times which the part that is collected as tax is 
exchanged against goods and services becomes D—1 while the 
number of times which the remainder is exchanged is still D. 
On the average the number of payments-stages through which 
money passes in respect solely of private transactions falls to: 
a(D — 1)+(1 —a) D that is to D —a, where a is the tax rate. As 
against the diminution of private payments for consumption there 
are, however, new public transactions concerned with the collection 
of the tax and the spending of the tax revenue. In the case that 
the government spends the revenue on direct purchases in the 
market, there are added to the new number of private transactions, 
D—a, public transactions equivalent to 2a. And if the tax yield 
is first distributed to others, say civil servants, who in turn spend 
it on goods and services produced in the private sector, the number 
of public transactions is 34. Hence the number of payments-stages 
traversed by the money stock during the entire income circuit 
becomes D + fa, where f stands for the number of purely financial 
transactions within the public monetary circuit, or that is for 
the total number of public transactions less one, since that which 
relates to expenditure on final goods is offset by the reduction of 
private transactions. Into the large money flow connected with 
the production, distribution and spending of private income is 
inserted a smaller money flow brought into existence by the public 
authority. The value of f varies between zero and 2; it is zero when 
the tax is levied at the source and spent by the tax authority on direct 
purchases in the market, and 2 when the tax is not collected at 
the source and when the tax authority distributes the yield to its 
own employees or to other persons. 

Distinguishing post-tax values from pre-tax values (when they 
are not identical by hypothesis) by the superscript’, we can write 


MV.=MV.D=MV'AD + fa) 


which gives 
D 


V=V, D+fa (1) 


V’, is always smaller than V, except in the unlikely case 
that f=o. This means that there is normally a reduction in 
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effective demand and a corresponding reduction in national money 
income. If P. is the price level of consumers’ goods, 


D 
Pex Pe a, (2) 
Prices to the consumer fall (11). Their reduction is a direct 
function of the tax rate and of the number of payments-stages 
through which the money collected as taxation has to pass before 
it is spent on goods, and an inverse function of the degree of 
market differentiation. The more numerous are the stages of private 
production and trade and the larger therefore is the number of 
payments-stages from which the money required for the public 
monetary flow may be drawn, the smaller will be the fall in prices 
to the consumer: In any case the absolute fall in the price level is 
always less than the absolute amount of tax. Given that D>f, as 
is in practice the case (12), 
D D 
p.(1 Dai) << Daye 


6. A tax on goods, as we said above, creates a new “ public ” 
monetary circuit of its own. There are now two monetary flows, 
both ending in consumption spending: the old private circuit con- 
sisting of payments in the course of the production, distribution and 
spending of private income, and the new public circuit, compris- 
ing payments stages traversed by the tax. These include tax pay- 
ment by the legally liable taxpayer to the government; direct or 
indirect payments by the government to retail sellers, according as 
the government itself makes purchases on the market or distributes 
the tax revenue to government employees or other individuals; and 
finally payments from the retail seller to the preceding seller from 
whom the tax is levied (the two coincide in the case of a tax on 
retail sales). The money supply is now channelled through two 


(11) RicHarp A. Muscrave reached the same conclusion in his paper “ On Incidence ”, 
The Journal of Political Economy, August 1953, pp. 306-23. On the assumption of a constant 
money supply and constant velocity a direct tax on income depresses prices, with the single 
exception of a tax levied at the source. 

(12) A fortiori, the price fall is less than the absolute amount of the tax calculated on 
the initial income. This follows from the inequality D > f (1 — a). 
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separate monetary circuits and splits into two parts in proportion 
with the two parts of total sales receipts at market prices: one part 
which is and one which is not collected in tax. The latter conti- 
nues, as before, to traverse an average of D payments stages in 
the circular flow of production, distribution and spending of pri- 
vate income. The remaining part traverses two or more stages 
depending on the type of tax. 

That part of the money supply which is required for tax 
payment and public expenditure traverses an average number of 
payment stages h >2. We can write 


MV.=MV,D =V’.[(1 —a)MD +aMh) ] 


from which we get 
’ ”—- . 
Vi=V, h (3) 


(1—a)+ = 





When h=D, the denominator is equal to unity and hence 
V’-=V.; when h<D, it is smaller than unity and V>V,; and 
when A>D it is bigger than unity and V’.<V,. Since we have 
assumed real income to be constant, we can write 


I 
-. =fLe —_—_—- 
P j (4) 


(1 —a)+ 5 





An indirect tax on goods does not change prices to the con- 
sumer when the average number of payments stages in the public 
monetary circuit equals the average number of payments stages 
traversed in the private circular flow of income; prices to the 
consumer rise when there are fewer payments stages in the public 
circuit than in the private one, and prices fall in the opposite 
case. The new price level of consumer goods is not only a direct 
function of the tax rate, as traditional theory says; it is also a direct 
function of the degree of differentiation of the economic process, 
that is of the number of transactions stages from which the addi- 
tional money required by the public authorities is drawn, and over 
which, therefore, it is distributed. This new price level is besides 
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an inverse function of the number of payments stages traversed by 
the public monetary flow. 

The equality h=D calls to mind two definite types of tax 
(or of their combination): an indirect tax levied at the earliest 
production stage, say on the sale of raw materials, when the gov- 
ernment spends the tax revenue directly, or an indirect tax applied 
one stage later in case the tax revenue is paid out to government 
employees or others. The inequality 4 < D calls to mind the usual 
forms of indirect tax, either a turnover tax since this usually falls 
partly, or even exclusively, to stages close to consumption, or a tax 
on production which is normally levied at the last production stage, 
or, @ fortiori, a sales tax. The inequality h >D calls to mind an 
indirect tax levied only on the first production stage, when the 
government does not spend the tax revenue directly. In this latter 
case h=D+1, that is to say, D=h—1. The tax enters into all 
prices as far as consumption; it does not enter into private incomes, 
but instead traverses two further stages which are not connected 
with any exchange of goods and services. These are from the 
taxpayer to the government, and from the government to its 
employees or other persons. 

Of the three abstract cases discussed in the analysis the second 
is that which reflects the actual conditions of indirect taxation. We 
can consider it as the normal, or general, case that h << D. Nor- 
mally a tax on goods raises prices to the consumer, and it raises 
them the more the longer is the private monetary circuit and the 
shorter the public one, and the higher is the tax rate. In the par- 
ticular case of a sales tax (when h should be between 2 and 3 
according as public expenditure is direct or indirect) a price rise 
can be avoided only if the private process of income production, 
distribution and spending comprises one stage, or two, respect- 
ively (13). In the particular case of a production tax levied at the 
stage immediately preceding sale to the consumer (when 4 would 
be 3 and 4 respectively), prices would not rise only if the private 
process of income production, distribution and spending comprises 
two stages, or three, respectively. 


(13) The result of Musgrave’s analysis, that prices remain unchanged if M=K, is due 
to the fact that he implicitly assumed not the general case, but the unrealistic one where 
hk=D and both are equal to 2. 
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If prices to the consumer rise, the absolute price increase is 

always less than the absolute amount of the tax. For 
| |< aP. ———., given that — ah <0. 
ah ah 

(1 —a)+ D | (1—a)+ 

7. Neither in the case of a tax on goods nor in that of a 
tax on income is it normally possible for consumer prices to remain 
stable if both the quantity of money and its transactions velocity 
are constant. Price stability requires in the case of an income tax 
that it be levied at the source and that government spending 
accurately replace private spending also in its timing; and in the 
case of a tax on goods, that the public monetary circuit have the 
same number of payments stages as the private one. 

Otherwise, since MV’. * MV,, the price level of consumer goods 
will always be different after the imposition of the tax from what 
it was before. After an income tax prices to the consumer always 
fall except in the unlikely case that f=o0; after a tax on goods they 
rise except in the unlikely case that D < h. The post-tax price level 
of consumer goods will be the same under the two form of taxation, 
giving an identical money yield (besides the identical real yield in 
terms of consumer goods) only in the case where (as is shown 
in the appendix) D=/h—f; this implies that f must not be greater 
than unity so that D=h—1. The tax on goods would have to 
be levied on exchanges further removed from consumption spend- 
ing, and, since it does not enter into private incomes, the govern- 
ment would have to spend the tax revenue not directly but pay it 
out to others, whereby it would appear on the market as other 
people’s income before consumption spending; on the other hand 
the yield of the income tax would have to be spent directly by 
the government. The government’s financial process, which is dif- 
ferent on the revenue side, would have to be different also on the 
expenditure side. Only on this condition could we have the situa- 
tion which Rolph considers as normal, namely the same price level 
for both types of taxes — with the’ difference, however, that the 
prices are not as before tax, but lower (14). 


(14) As is shown in the appendix, the final price levels of consumer goods could be 
equal in other circumstances too. But then the values of D, A and f would have to be 
different for the two kinds of taxes and this means that we would be comparing different 
taxes in different situations. 
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Finally, even when a tax on goods depresses the price level 
of consumer goods, the new price level is always higher than that 
which would result from an alternative income tax, provided only 


that D>h —f. 


8. The above results represent the final position arrived at 
under the condition of ceteris paribus, the tax being the only new 
element. They can be seen and understood even more clearly by 
means of an explicit period analysis, such as is set out in the two 
tables. Table I illustrates the process of adjustment of consumer 
prices after an income tax, and Table II the same process after a: 
tax on goods. For the sake of simplicity the following numerical 
values have been assumed: D=4, h=2, f=1, a=0.10 and M= 400. 
The market is one in which the process of production, distribution 
and spending of private income comprises only three stages, the 
government makes direct purchases of consumer goods and services 
in the market and the indirect tax is a tax on retail sales. 

The tables confirm our formulae. The income tax is shown 
to reduce prices by 2.4 per cent, and the tax on goods to raise 
them by 5.26 per cent, always assuming unchanged real income. 
If we assume that the circular velocity of circulation of money is 
three in a one-year period (that is that the income period, or the 
period within which the incomes spent equal the money supply, 
is four months), then the time units 1-12 show the situation 
during the first year and the time units 57-60 that of the last 
four months of the fifth year. 

In both tables tax collection is the first move of the public 
financial activity and precedes public expenditure, and the latter 
begins before the deflationary process set in motion by the tax 
has run its course. We would get similarly differentiated results 
if we made the opposite assumption that public expenditure pre- 
cedes tax collection. But this would mean violating the postulated 
monetary constraint, because we would have to assume initial 
credit or an increase in the money supply. 


g. As has been noted earlier, we have to consider the 
effects of the different kinds of taxes on prices in conditions 
of a monetary constraint under two aspects: the effects on the 
prices of consumer goods, and those on the general price level 
of all goods and services, including the remuneration of factors 
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of production, i.e. incomes. The strict distinction we have drawn 
between the two price levels has enabled us to avoid the common 
error of first arguing in terms of the general price level and then 
drawing conclusions regarding the distribution of the tax load which 
are implicitly connected with the price level of consumer goods. 

The necessity for making this methodological distinction arises 
particularly yrhen we are considering a tax on goods and compar- 
ing it with an income tax. A tax on incomes has the same effect 
on the prices of consumer goods and on those of the remaining 
goods and hence also on incomes. 

When a tax is imposed on income, the amount of money which 
at any moment still serves to finance the exchange of goods and 


services and the payment of private incomes becomes ———— M; 
th ind 1 a ie 

e remainder equal to fa ce” S.6 provides for the 
purely financial public transactions. The money required for these 
latter transactions is drawn, in our model, from all types of transac- 
tions at an even proportional rate. It therefore spreads a uniform 
degree of “ deflation” over the payments for goods and services in 
every stage of production and distribution. It bears equally on the 
stage of production and distribution. It bears equally on the stage 
of sales of final consumer goods and on the earlier stages. And, 
as we saw above, the prices of final consumer goods fall by less 
than the amount of the tax, and this gap is the greater the higher 
is the degree of differentiation of the economic process. Since the 
quantity of goods and services at each and every stage in the private 
sector is, by hypothesis, unchanged, the coefficient of variation of 


. alc 
the prices of consumer goods Dtfa is, in our abstract model, also 
a 


the coefficient of variation of the prices of the other goods and 
services. 


If P’, is the new general price level, we have 


D 


P,=P, ws (5) 


10. The introduction of a tax on goods has, in the con- 
ditions of our monetary postulate, two distinct effects. First, as 
we have seen, it raises prices to the consumer except when h > D; 
secondly, it depresses the remaining prices, the price fall being 
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the greater the higher is the tax. The higher price level of con- 
sumer goods due to a tax on goods is laid upon the general 
price fall for other goods. In this case too the monetary require- 
ments due to the new tax and public expenditure affect all stages 
of the chain of production and distribution of national income. 
On the one hand there is a higher price level for consumer goods, 
inclusive of tax; and on the other hand a lower level for the 
prices of untaxed intermediate goods of earlier stages of production 
and for the prices, net of tax, of taxed goods (or those onto which 
the tax is shifted) including consumer goods. 

As regards the general price level, three concepts may be con- 
sidered in the analysis: (a) the general level of all prices net of 
tax, whether the latter affect the respective goods directly or be 
levied at preceding stages; (b) the general level of all prices inclu- 
sive of tax; and (c) the general level of all prices inclusive of tax, 
but excluding remunerations to factors of production, 7.e. incomes. 


(a) The price level of untaxed goods, or the level of prices net 
of tax, falls uniformly at all stages, just as in our abstract model 
the withdrawal of money from every exchange is uniform. Again 
the monetary flow serves two distinct tasks. First it serves the 
exchanges of the private sector, which have not changed either in 
amount or in nature; all tax payments or payments connected with 
the tax are excluded. Secondly it serves the payments of the entire 
public circuit, from tax collection through tax shifting along suc- 
cessive exchanges to the final purchase of goods and services either 
by the government or by those to whom the government pays the 
tax revenue. The amount of money involved at any moment in 


ecasaaietaeienes i> 
| eee < | - 


, that is 


the second task is equivalent to ha | 


the amount of the tax multiplied by the number of payments stages 
in the public sector. If P’se is the new general price level after a 
tax on goods and net of it, we have 


a (6) 


es a 
D(ii — a) 
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A tax on goods always depresses the general price level of 
all goods and the level of incomes in the private sector — under- 
stood net of tax, when market prices are inclusive of tax. The 
reduction is the greater the further back in the process of income 
formation and distribution the tax is levied; it is at the same time 
an inverse function of the degree of market differentiation. The 
reduction also occurs when, as is normal, consumer prices inclusive 
of tax rise above their previous level, since, as we have noted earlier, 
the “ wedge” of the tax is never entirely absorbed by such a rise. 
The new general price level is lower than the old one in proportion 
to the amount of money which is taken away, to satisfy the needs 
of the public authorities, from each payments stage in the private 
sector. 


(b) A tax on goods normally also depresses the general level 
of all prices inclusive of tax, that is the full prices of taxed goods 
and those onto which the tax has been shifted. 

In the monetary conditions we have postulated, both a direct 
and an indirect tax always depress the general level of all prices 
(barring the exceptions enumerated) and they do so by virtue of 
the absorption of money into the public sector. The quantity of 
money absorbed for purely public payments which are not parallel 
to private exchanges, and which therefore does not enter into the 
private sector’s exchanges of goods and services, is limited to the 
amount needed for the actual tax payment and for civil service 
salaries and other transfer payments, when the government does 
not make direct purchases on the market. This quantity of money 


: I M 
ae i where f 


D | 
again indicates public transactions of a pure public finance character. 
In the case of a tax on goods f (which, as we have noted, is between 
1 and 2) must also be smaller than h. If f=/ no public transaction 
would be parallel to private exchanges: the tax would not enter 
into any price and would cease to have the characteristics of a tax 
on goods and assume those of an income tax. If P’se is the new 
general price level, we can write 
. fa I 
P".=P,| 1 ah (7) 


(1 —a)+ D 


corresponds at any given moment to fa | 
| (1 —a)+ 
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The average price fal] equals the quantity of money drawn 
off into the public circuit for pure public finance transactions and 
distributed among the separate groups of payments which occur 
between the separate stages of the circular flow of private income. 
Other things remaining equal, the general price level falls with a 
reduction in h: a reduction in A in fact implies a higher level of 
prices including tax and consequently a greater withdrawal of 
money for fiscal purposes. 


(c) So far we have considered all prices including incomes. If 
we take instead the more usual concept of the price level and 
consider only the prices of goods and services without factor in- 
comes, we arrive at a new price level which is higher than the two 
preceding ones. Of the public money requirements for pure public 
finance transactions, which we have seen to equal 


1 |M ah I M 
fa| ah pan amount of Di ae -” _ ah D 
| @ —4)+ D | | D | 


comes from the money used to make income payments, which are 
not now considered in calculating the price level. Payments 
D—1 
are reduced to MV, ( Te 
If P’’se is the general price level of goods and services without 
incomes, we can write 


P’'»= Py »....t22e= > |: (D—1) (8) 
| (1 —a)+ D | 


This general price level, which is the one usually considered, 
is normally also lower after the tax than before it. The condition 


for the price fall is j>a , which is normally the case since A is 


normally smaller than D. For the maximum value 4=D+1, we 


I 
have f>1+ D* 


11. The general price level “at factor cost”, that is net of tax, is 
always lower than the general level of all prices, inclusive of tax 


8 





250 Banca Nazionale del Lavoro 


and of incomes; this latter price level is, in turn, lower than the 
general level of prices, inclusive of tax, of goods only, that is 
without incomes. These various price levels are different when 
h>f, which is always the case. If A=f, all the price levels 
would be equal; but in that case the tax under consideration would 
no longer have the characteristics of an indirect tax on goods. 

While the price level of consumer goods is normally higher 
after a tax on goods than after an alternative income tax, provided 
that D > h —f, the general level of all prices inclusive of tax, and 
including also incomes, is higher in the case of an income tax. 
The condition is the same as for consumer goods: D>h—f. In 
other words: if the number of payments stages in the private circuit 
is larger than the number of those public stages which are “ parallel ” 
to private ones, then the prices of goods inclusive of an indirect tax 
are higher than the prices due to an income tax; on the other 
hand, since for equal real yield in terms of consumer goods, a tax 
on goods draws more money into the public circuit, it also exerts 
more deflationary pressure on the whole of private payments taken 
together. 

A fortiori, the general price level of all goods at factor cost is 
lower after a tax on goods than it would be after an income tax 
of equal amount in real terms. The condition is that h > f (1 — 4), 
a condition which is always satisfied. 

The relations between the prices due to the two types of tax 
become less certain and tend to be opposite when income payments 
are excluded and only the general price level of all goods is con- 
sidered. It is then more likely than an indirect tax will lead to 
the higher price level, or in other words depress prices less. 


If f=1 this happens when D < h+ —* , and if f=2 when 


D<(h— +. The value of A must be relatively high in 


relation to f and D, that is the tax must enter into the prices of 
goods at several stages, and the tax rate a must remain within 
the usual limits, so that the excess amount of money drawn into 
the public circuit by the indirect tax be not very large. 


12. The difference in the effects which a tax on goods has 
on the price level of consumer goods and on the general price 
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level was to some extent recognized by a number of adherents of 
the quantity theory and also by Brown. 

However, the former failed to stress the government’s addi- 
tional cash requirements, or in other words the new monetary 
transactions involved in the additional government finance. What 
they did was to contrast the higher price level of consumer goods 
with the fall in remaining prices within an unchanged general 
price level. They thereby confused constant general price level 
with constant money flow, in spite of the greater volume of trans- 
actions, or else they implicitly assumed an expansion in the quantity 
of money or an increase in the transactions velocity V:. 

For Brown, the contrast between the two effects of a tax on 
goods is no more than a qualification of the results of an incidence 
theory constructed and accepted on the basis of stable, or negligibly 
rising prices to the consumer (15). 

Rolph in his turn stated that a general and uniform system of 
excise taxes does not change prices to the consumer. These are the 
only prices which are relevant to his incidence theory. Hence his 
model tacitly implies that the fall in the price of the goods at the 
stage preceding that where the tax is levied — a fall which equals 
the amount of the tax — is accompanied by price falls at the earlier 
stages of the production and distribution of national income. 


13. The assumptions set out at the beginning of this study 
include the postulate that all taxes are general. We introduced this 
limiting condition for reasons of simplicity and also because the 
effects of a special income tax on those prices which feel its influence 
are similar to the effects of a tax on goods. 

However, the limitation is not needed and the results which 
have been deduced both for the general price level and for the 
price level of consumer goods can be extended also to the case of 
special taxes. Differences in the effects of general and special taxes 
(of equal monetary yield) appear only in price relations. The 
limits of the changes in the price level of consumer goods are 
always, and irrespective of whether’ the tax is general or special, 
determined by the values of D, A, f, and the tax rate a, the latter 
being a percentage of the total value of sales or of aggregate 
national income, depending on the type of tax. 


(15) H. G. Brown, op. cit., p. 260. 
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Within this price level, however, price relations are different 
in the two cases and hence tax incidence varies according as the 
tax is general or special. 

In the case of a special income tax there are, within the general 
price fall, wide divergences between the prices of goods produced 
with the help of taxed factors of production and the prices of 
other goods. The gross remuneration of the taxed factors of pro- 
duction increases and this raises the price of the goods they pro- 
duce. Within the general price level determined by the absolute 
amount of the tax and by the values of D and f, this leads to 
deflationary pressure on other prices, both of final and interme- 
diate goods. This pressure is heavier than that which would have 
been exerted by a tax equally applied to all incomes. 

A special tax on goods causes differences between the prices 
of the taxed goods and of other goods. The former presumably 
rise more than they would have risen if the tax had been general 
and uniformly applied to all goods; consequently the prices of the 
remaining goods are depressed even more. 

With respect to this latter type of tax it should of course be 
remembered that whenever the tax is levied at one production or 
exchange stage rather than at another, the extent of the tax base 
changes. In the preceding analysis it has been implicity assumed 
that the value of transactions, before tax, is equal at all stages. In 
reality this value rises as the goods approach the stage of consump- 
tion, so that the tax base changes. But the results do not change, 
provided we always consider taxes of equal absolute amount, and 
so modify the tax rate a correspondingly. 


14. The foregoing analysis implicitly assumed uniformity of 
the money used for consumer spending and for payments by firms. 
This can happen either if only one kind of money is in circulation, 
say coin, or if the several kinds of money are interchangeable and 
used indiscriminately, say credit money alongside coins and bank 
notes. 

In the case of several kinds of money with limited interchan- 
geability and distinct use for different forms of payment, the velocity 
of circulation of money would be reduced, with deflationary con- 
sequences. 

Furthermore, money has been considered only as a means of 
exchange, as in the Brown-Rolph model, that is to say the cash 
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holdings of firms, government and consumers were assumed to be 
strictly limited to technical payment needs. If all the functions of 
money were to be considered, its function of value reserve together 
with the exchange function, the close interdependence between 
prices and volume of money would be weakened. The rise in the 
prices of consumer goods due to tax on goods would be accelerated, 
and the price fall due to an income tax would be restrained. 
Reduced sales receipts would not force firms to reduce their pur- 
chases and production immediately and in the same proportion, 
nor would individuals be forced by the curtailment of their income 
to cut down their consumption at once and to the same extent. 
There is only one case in which the amplitude of price changes 
at the end of the adjustment process would be equal to that 
described above, and that is the case when liquidity preference, 
profit rate and other market conditions cause the community to 
replenish its idle funds to the same absolute level as obtained 
before the introduction of the tax. In all other cases price changes 
will be influenced by the reduction or increase in the quantity of 
money used for exchange. If we suppose that market conditions 
remain unchanged, in particular also as regards the assumption of 
constant production, and that at the end of the adjustment process 
individuals reconstitute their reserves so as to represent the same 
purchasing power in terms of consumer goods as before the tax, 
then we can say that by and large the ultimate effect of the price 
changes will be that the indirect tax causes an increase in idle 
funds and the direct tax their decrease. In either case the flows 
and counterflows between idle and active money at first facilitates 
price changes and then contains them. 


15. Credit (or a change in the quantity of money) is not 
a necessary condition of the difference in the price changes due 
to one or the other tax. The price rise of consumer goods which 
follows upon the introduction of a tax on goods does not depend 
on credit; and similarly, even without credit restriction, the price 
fall due to an income tax is less than the tax. Generally speaking, 
credit raises the final price level above what it would have been 
without credit. Private borrowing enables firms to avoid reducing 


their production and consumers to limit the curtailment of their 
consumption. 
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Borrowing by the government, provided no money is with- 
drawn from the private sector and hence the creation of new 
money promoted (16), leads to the case when public expenditure 
precedes tax receipts. This links up with Rolph’s assumption 
regarding a tax imposed in the course of an inflationary process, 
in so far as public expenditure exceeds tax receipts. After adjust- 
ment, prices will clearly be higher than they would have been had 
fiscal. receipts preceded the new expenditure; in all cases the price 
level will be different according as the new tax is direct or indirect. 

Let us assume that within the chosen period the community’s 
money stock completes one full cycle of formation, distribution 
and spending of income, so that Rm=M. The period is divided 
into four time units, as in Tables I and II: D=4. Now suppose 
that, pending the introduction and collection of a new tax at the 
rate a, the government proceeds during the whole period to an 
uncovered expenditure (on direct purchases) 7M. The new tax is 
then introduced at the end of the period, so that its yield may be 
available at the very beginning of the succeeding period. Given an 
interval of one time unit between collection and spending (what 
comes in today is spent tomorrow), this means that in our example 
tax collection must begin with time unit four of the first period. 
The final price level of consumer goods (as of all goods) will be 
higher by @ than it was in our previous analysis, and this will 
be so irrespective of whether the new tax is an indirect tax on 
goods or a direct tax on incomes. In our tables, where a=ten per 
cent, the price level of consumer goods which was 100 before the 
new tax, and at constant volume and velocity of money had become 
105.3 after a tax on goods and 97.6 after an income tax, will now 
become 115.8 and 107.3 respectively. 

Let us now suppose that the budget is underbalanced not dur- 
ing the whole period, but only for so long as is necessary to avoid 
withdrawing funds from the private sector by tax collection, In 
that case the final consumer prices would rise by the money value 
of any tax on goods, and would remain unchanged if income tax 
were imposed. But the budget remains underbalanced for longer 
in the first case than in the second. With an indirect tax on goods, 


(16) The case of loans from the private sector, when individuals do not in their turn 
take up credits, and do not possess or do not wish to use idle funds, is in our simplified 
model equivalent to the case of direct income tax. 
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h assumes values of 2 or more, and the tax requires additional cash 
both for the government (and possibly for government employees) 
and for the retail traders who have to pay the tax (and, when the 
tax is levied at a stage preceding sale to the consumer, for the firms 
at those earlier stages). Or else, when the collection of a tax on 
goods begins at once when uncovered expenditure is incurred, so 
that the yield of the tax can be spent in the time unit immediately 
following its collection, the sellers (and those onto whom the tax 
is shifted) must have direct recourse to credit to meet their addi- 
tional cash requirements. In the case of a tax on income, when 
1<f < 2, the tax causes additional cash requirements only for 
the government (or possibly its employees). 

But the difference in the quantity of money and in its velocity 
of circulation in the two cases is not a necessary and sufficient 
condition for the two taxes to cause different price levels. If the 
price levels do in fact differ, this is due to the different technical 
nature of the two kinds of taxes; credit accompanies, accentuates 
and consolidates the divergence in price movements, but does not 
determine it. 

However, when it is said that an income tax tends to leave 
consumer prices unchanged while a tax on goods raises consumer 
prices by its own amount, this statement often rests on the implicit 
or explicit assumption that the money supply and its velocity of 
circulation are not constant but adapt themselves to the require- 
ments of the market. 

Thus, if in previous papers I have reached the conclusion that 
even with an income tax, provided it is a special one, the general 
price level tends to rise as a result of the increase in the prices of 
the goods produced by the industries affected by the tax, this con- 
clusion too remains strictly subject to the presence of either or both 
of these conditions: expansion of the volume of money, and/or 
increase in its velocity of circulation (17). 


16. In our extremely simplified model, we have assumed a 
stationary economy with a government which merely consumes 
goods and services withdrawn from the private sector without 
any counterpart. 


(17) “ Imposte indirette etc. ”, foc. cit., pp. 303-4. 
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The results of the analysis depend upon this assumption and 
are not applicable to the real world without appropriate qualifi- 
cation. In the first place the government must be seen in its double 
function of consumer and contributor to private economic activity, 
and secondly the assumption of a stationary economy must be 
replaced by the more realistic one of a dynamic economy. 

The government normally takes part in the country’s economic 
activity either as a producer of goods and services which are usually 
provided free of charge to individuals, or as a factor of production 
together with others in the private sector. In a stationary economy 
with constant resources this implies that the government thereby 
in either case takes the place of individuals, that the new public 
activity involves a corresponding contraction in individual pro- 
ductive activity (18). It follows, and this is the relevant point for 
the question here under discussion, that the new monetary trans- 
actions arising from public finance are additional not to unchanged 
private transactions, as has always been supposed, but to private 
transactions which have become smaller in number and amount. 

When the government undertakes activities which are at the 
service of the private sector, merely replacing those which that 
sector previously performed itself, while the supply of consumer 
goods and services remains unchanged, the new public money 
transactions are compensated by a diminution of money transac- 
tions in the early stages of private production. The increased public 
cash requirements find their counterpart in the private sector’s 
reduced cash requirements; in the case of a tax on goods the crea- 
tion of the public monetary circuit is facilitated by the shortening 
of the private one, and in the case of a tax on incomes the insertion 
of the government into the private circuit of formation, distribution 
and spending of income replaces private transactions which have 
disappeared. 

If the government — still replacing similar existing private 
activity — enters the field of consumer goods and services and 
supplies them free or below cost, the prices of the remaining con- 
sumer goods will increase even more. Indeed, a reduction in the 
supply on the market then reinforces the rise in the prices to 
consumers. 


(18) Cf. my monograph: “La finanza pubblica nel calcolo del reddito nazionale ”, 
Giuffré, 1957. 
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In a stationary economy the link between the money supply 
and any extension or intensification of public spending is in fact 
looser than it has here been represented; deflationary pressure on 
private transactions is weaker or absent, and the price level of 
consumer goods is higher than the formulae indicate. 

The whole picture changes if we abandon the hypotesis of 
a stationary economy and assume that public activity generates an 
increase in national income. Then the new public cash require- 
ments meet unchanged or increased requirements by the private 
sector: unchanged when the public activity remains closed within 
itself and the demand exercised by the factors of production em- 
ployed by the government does not call forth additional output by 
the private sector, and increased in the opposite case. In general, 
therefore, the deflationary pressure due to the lengthening of the 
course which the same quantity of money has to traverse is rein- 
forced by an expansion in the supply of goods and services. Greater 
employment of the factors of production and more intensive pro- 
ductive activity accompany the falling prices. The situation de- 
scribed above for a stationary economy is conceivable only for the 
hypothetical limiting case in which the government produces goods 
and services which it supplies free of charge to the consumers and 


this activity leaves private economic activity quantitatively and 
qualitatively unchanged. 


17. But the assumption of a dynamic economy, while it opens 
the way to a broader and more realistic approach, leads us to the 
third question and to the general analysis of the relationship be- 
tween money and economic development. This is outside the scope 
of this paper, which seeks only to clarify the effects of various types 
of tax on prices under the condition of monetary restraint. 

Even on the abstract assumption of constant money supply 
and constant transactions velocity, indirect and direct taxes have 
different consequences for the price level of consumer goods. While 
an indirect tax on goods generally raises these prices above their 
preceding level (except for the hypothetical case in which the public 
monetary circuit is as long or longer as the private one), an income 
tax depresses prices to the consumer. The results are independent 
of whether the tax is general or not, provided the monetary yield 
is the same. 
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The theory of tax incidence which rests on the assumption of 
stable prices for consumer goods and which attributes the effects 
of all taxes to a reduction in factor incomes, uses a premise which 
is inconsistent with the assumptions of constant quantity of money 
and constant velocity of circulation. These assumptions are not 
compatible with a stable price level for consumer goods. Rolph 
arrived at his result of price stability because he implicitly changed 
his assumption in passing from the case of an income tax to that 
of a tax on goods. In the case of a tax on income, the prices to 
consumers remain unchanged on the assumption that public expend- 
iture coincides with tax collection or takes place when the same 
cash funds would otherwise have been spent, so that the public 
cash requirements are compensated by a diminution of private ones. 
In the case of a tax on goods, on the other hand, the prices of 
consumer goods can remain unchanged only on the assumption that 
tax collection precedes public expenditure, and that the latter takes 
place after a fall in private money incomes due to the government’s 
absorption of cash for its own requirements and the resulting con- 
traction in effective demand. If the two kinds of taxes are consi- 
dered on identical assumptions about timing, be it that public 
expenditure is assumed to precede, coincide with or follow tax 
collection, the results are no longer the same for the two cases. 

Price stability would require an assumption not of neutral 
monetary policy, in the sense of constant M and V,, but of positive 
government action designed precisely to ensure such price stability. 
On the other hand, even if we accept as a working hypothesis 
— representing an extreme case — that the price level of consumer 
goods remains stable irrespective of the behaviour of the monetary 
variables, this does not allow of any deductions with respect to 
the relative effects of the incidence of direct and indirect taxes and 
to the possibility of shifting them backwards as a whole. These 
effects are now determined by two factors: the tax and monetary 
policy. The assumption of a policy of price stabilization for con- 
sumer goods is not more “ neutral ” than the usual implicit assump- 
tion of incidence theories that the money supply covers also the 
new demand arising from the additional cash requirements of the 
government and of individuals having to pay the tax. The hypo- 
thesis of stable consumer goods prices implies full satisfaction of 
the new cash requirements connected with an income tax and, in 
the case of a tax on goods, a deflationary policy when 4<D and an 
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inflationary policy when 4 > D, or else it involves different timing 
of the sequence of tax collection and expenditure for the two kinds 
of taxes; the other, more usual hypothesis implies a uniform mon- 
etary policy in all cases and one which is in all cases designed 
fully to cover the additional demand for money due to the tax. 

The traditional theory’s conclusion about the variety of pos- 
sibilities with respect to the shifting and incidence of the two kinds 
of taxes are in fact not disproved. In analysing the consequences 
of various kinds of taxes in conditions of a monetary constraint 
we have reached, as a first approximation, results which agree with 
the traditional theory, and the latter fits well into the monetary 
approach followed in the present article. However, having stated 
this general conclusion, we must stress once more that any monetary 
analysis in macro-economic terms can be no more than an intro- 
duction to the study of tax incidence. We should not stop at these 
general first results and should not attribute to them a validity 
justifying definitive conclusions. The forward and backward shift- 
ing of taxes has no link with the general price level, but neither 
is it necessarily linked with the level of prices to the consumer; 
tax incidence affects relative price changes: changes as between 
various incomes, as between incomes and prices of goods, as 
between the prices of various consumer goods, and as between 
the prices of consumer goods and investment goods. 


Rome GIANNINO PARRAVICINI 
APPENDIX 
Symbols used: 
M Quantity of money, assumed constant. 
V, Average transactions velocity of circulation of money in the time unit, 


assumed constant. 
V, Average circular velocity of circulation of money in the same time unit. 
V’, Ditto, after the tax. 





D Average number of payments stages through which a money unit passes 
in one circular flow of production, distribution and spending of income: 

D= 7 

V, 
t Average number of pure financial payments stages through which passes 


the money entering into the public circuit of tax payments and public 
expenditure; this excludes the stages associated with the exchange of 
goods and services in the private sector. 
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h Average number of all payments stages, financial and other, through 
which passes the money entering into the public circuit of tax payments 
and public expenditure when recourse is had to a tax on goods, Since 
this number includes the stages associated with the exchange of goods 
and services, we have 4 >f. Moreover, because of the indirect nature 
of the tax, we have 4 < D+1. 


a Tax rate as a percentage of income or of sales receipts, according to 
type of tax. 

Y,,  Pre-tax national income in monetary terms, in the time unit under 
consideration. 

Y’,, Ditto, after the tax. 

A Price level of consumer goods before the introduction of a tax. 


r*. Ditto, after the tax. 

r. General price level of all goods and services before the introduction of 

a tax. 

Pp’ Ditto, after a direct tax on income. 

P’,. Ditto, after an indirect tax on goods, net of the tax. 

P”,. Ditto, after an indirect tax on goods, inclusive of the tax. 

ze Ditto, after an indirect tax on goods, inclusive of the tax, but taking 
“ goods and services” to exclude incomes. 

T Average number of exchange transactions between any two stages of 

the circular flow of income, in the time unit under consideration. 


Assumptions: A stationary economy; constant production of goods and 
services; all monetary transactions are concerned only with the production, 
distribution and spending of income. 


I. Direcr Tax on INcoME 


Before the tax MV,=MV,D, after the tax MV,=MV’(D-+ fa), where 
o<f <2. 
From this we get for the price level of consumer goods: 











VW’,=V, a a a a 
D+ fa D+fa D+fa 
and 
ie wae > ae. a when D > f; 
D+ fa D+fa 
also 


P’. < P,; aP’. >P.—P... 


Before the tax MV,=P,TD, after the tax MV,=P’,TD+ oa M, be- 
+ja 
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an amount of money fa ( heal ; if prices remained unchanged and the 
D+fa} D D fa 

transactions varied, we would have MV,=P,TD —_——. + _ 

D+fa D+fa 


From this we get for the general price level of all goods and services: 





D 
D+fa 





P =P, Fx % 


II. Inprrecr Tax on Goons 


Before the tax MV,=MV,D, after the tax MV,=V’, [(1-2) MD+aMA}, 
where A > 2. 
From this we get for the price level of consumer goods: 














cause the pure public finance transactions in the public monetary circuit absorb 
( 











V’-=), : nant Fight Ee ; h ; PP. =P, ——— - h 3 
a a a 
I—a)+ — I—a)+ — I—a)+ — 
(1—a) = (1—a) > (1—a) > 
so that 
‘=V ; V V’ V 
vient when A4=D; heated. when A < D; “<M hen A>D 
P.=P, \ Ps Fe - i r 
For 4 < D, we have: 
I I 
at. — oo | —__________. —1 | , where —ah < 0. 
( )+ ah ( + ah 
I—@ ———_ I—@ a 
“ee i > 


Before the tax, MV,=P,TD; after the tax, depending on how we define 
the general price level, we have: 


(a) General level of all prices net of tax: The transactions of the public 


I 


. ah 
| (1—a)+ bn 
D_ 


M 
—, so that we can 


sector absorb a total amount of money ha| 





write 
MV,=P’,.TD + a a 
(1—a)+ . 
D 
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and if prices remained unchanged and the transactions varied: 


Se a Fed i Se 
D fone ah D feondde ah 

I— pei _— atin 

| bp! Ut D 


From these two equalities it follows that 


I 
ah 
> 
D (1—a) 


P’,.=P, 


(b) General level of all prices inclusive of tax: The pure public finance 
transactions of the public sector absorb an amount of money 


fa| ot |P 
(1—a) _ 
so that we can write 


MV,=P”,,TD + a 


ah 
I—a)+ — 
| )  ! 


and if prices remained unchanged and the transactions varied: 


MV,=P,TD | 1—-~ i 


_ fa I 


ah 
1—a)+ — 
( ) em 


(c) General level of prices inclusive of tax, excluding incomes: The volu- 


D—1 . haat 
me of payments is reduced to MV — ; pure public finance transactions in 


the public monetary circuit still absorb a quantity of money fd ——— D’ 
a 
— > 
iad 5 


of which a —— M is money formerly destined for income pay- 
a 

| @ —a)+ — 

D 
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ments which are not now considered in calculating the price level. Since 


fa ah 


we can write: 


and if prices remained unchanged and the transactions varied: 


uv, (2—"|4 4 ; ~ 
D 


D ah D- 
—a)+ — 
D 


h 


=P 1 Punta —; 
(1—a)+ — 
) D 


From these two equalities it follows that 


Tp +4 F—1) 7 


P’”,.=P,| D : (D—1). 


(1—a)+ > 


III. Comparison 


Price level of consumer goods: 


P’, is higher after a tax on goods than after an income tax, in so far as 


; > we and hence D > A—}. 
(1—a)+ 2 von 
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General level of all prices net of tax: 
af 


se < P”, in so far as 


. and hence 4 > f (1—a) 


ah D + fa 
I+ ——————_ 
D (1—a) 


rt &, 


se in so far as 


: ae hence A >f. 
ah 


ah 
I+ yo (1—a)+ > 


General level of all prices inclusive of tax: 
P”.. < P’, in so far as 


D 
md : < and hence D >h—f 


h D 
(1—a)+ La 
D 


General level of prices inclusive of tax, excluding incomes: 
P’”’ > P”, in so far as 
Fah. se J en and hence D < (h—f) (+=) +1 


ina 2 D +fa af 


Dn 


P’ <P’, in so far as 


D— 


: (D—1) > 1— — —————— and hence A > ff. 


1+a (f—1) fa I 


(1—a)+ = (1—a)+ =z 
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HEAD OFFICE: ROME 
VIA VITTORIO VENETO, 119 


Condensed Statement of Condition, March 31, 1957 


ASSETS 


Cash, Balances with Bank of hae & 
Money at call ‘ 


Treasury Bills . 

Govt. or Govt.-guaranteed Securities 
Other Securities 

Bills discounted 

Advances and Loans 

Contangoes ‘ 

Due from Correspondents . 


Customers’ liabilities for guarantees, 
Acceptances, etc. 


Miscellaneous accounts . 
Participations _ - « 
Premises, Furniture nd Equipment 


Total . 


Securities deposited by third parties . 
Special guaranteed accounts 


Staff Retirement Fund & Radin 
Fund: Bank’s securities — as 
guarantee 


(Million lire) 





202,718.3 
10,300. 1 
89,853.4 

7:074-4 

195,902.2 

281,512.3 
13,624.1 
25,726.4 


100,744-4 
4,296.9 
512.9 
932,265.3 


265,444-9 


10.9 


16,088.3 


1,213,809.4 


Capital ; 
Ordinary Reserve Fund 


Staff Retirement Fund & Provident 
Fund 


Deposits & Current Accounts . 
Correspondents 

Foreign currency accounts . 
Circular cheques (assegni circolari) 
Advances taken 

Bills for collection . 

Guarantees, Acceptances, etc. 
Miscellaneous accounts . 

Unearned discount, etc. 

Profit as per attached account . 


Total . 


Depositors of securities . 


Blocked accounts guaranteeing = 
accounts ‘ 


Bank’s securities guarantecing Staff 
Retirement Fund & Provident Fund 


NAZIONALE DEL LAVORO 


LIABILITIES 


1,150.0 
9,135.0 


15,714-9 
582,733-3 
55 487.6 
35549-6 
16,800.6 
46.3 
44,100.3 
100,744-3 
67,444.8 
3,119.1 
239-4 


932,265.3 
265 444-9 
10.9 


16,088.3 


1,213,809.4 


AUTONOMOUS SECTIONS FOR SPECIAL CREDITS 


SECTION FOR CREDIT TO MEDIUM AND MINOR INDUSTRIES 


Capital, Reserves and Government Guarantee Fund L. 3,033,187,500 


SECTION FOR HOTEL AND TOURIST CREDIT 
Aggregate Capital and Reserves L. 922,591,437 


SECTION FOR CO-OPERATIVE CREDIT 


Capital and Reserves L. 2,705,349,269 - Government Guarantee L. 2, 


SECTION FOR MORTGAGE CREDIT 
Aggregate Capital and Reserves L. 2,742,578,301 


SECTION FOR CINEMA CREDIT 
Aggregate Capital and Reserves L. 1,008,127,392 


000,000,000 





BANCA NAZIONALE DEL LAVORO 


ALGHERO 
ANCONA 
Ascott PIcENo 
AVELLINO 
Bari 
BENEVENTO 
BERGAMO 
BIELLA 
BoLoGNa 
BoizaNo 
BkEScIA 
Brunico 
CAGLIARI 
CARRARA 
CAsTEGGIO 
Caste, San GIOVANNI 
CATANIA 
CaTTOLICA 
CHIETI 
CHIOGGIA 
Civ1TaANovA MarcHE 
CIVITAVECCHIA 
Como 
CoriGLiANo CALaBRo 
CorTEOLONA 
CosENZA 
CREMONA 
CROTONE 
CuNEO 

Empo.i 
Fasriano 
Fano 

FERMo 
FERRARA 


Representative Offices: 


Branch in Spain: 


BRANCHES IN ITALY 


FiorENZUOLA D’ARDA 
FIRENZE 
Foccia 
FoLicNno 

Forti 
FRATTAMAGGIORE 
GENOVA 
GENovA - SAMPIERDARENA 
Gorizia 
GrossETO 

JEs1 

L«NcIANO 
L’Aguita 
LaTINA CENTRO 
LATINA sCALO 
LeEccE 

Livorno 

Lucca 
MACcERATA 
MANTovA 
MERANO 
MEssINA 
MILANo 
MoDENA 
MoNnsuMMANO TERME 
Napo.t 

Nota 

Nvoro 
OrIsTANO 
Papova 
PALERMO 

PARMA 

Pavia 

PERUGIA 

PEsAaRO 


PEscCARA 
PIACENZA 

Porto RECANATI 
Porto San Grorcio 
Porto Torres 
Prato 

RAVENNA 

Reccio CALABRIA 
Reccio EmIia 
RicctoNE Marina 
RimmInNI 

Roma 

RosaRNo 

SALERNO 

San BENEDETTO DEL TRONTO 
SASSARI 

Savona 

ScHIo 
SENIGALLIA 
SOTTOMARINA DI CHIOGGIA 
STRADELLA 
SULMONA 

TERAMO 

Torino 

TRENTO 

TRIESTE 

UpINE 

Ursino 

VENEZIA 
VENEZIA-MEsTRE 
VERCELLI 
VERONA 

VICENZA 
VoOGHERA 


DEPENDENCIES ABROAD 


NEW YORK - 1, Wall Street — LONDON E.C. 2 - 54, 
Threadneedle Street — PARIGI - 4, Rue de la Paix 
FRANKFURT a.M. - 68, Bockenheimer Landstrasse 
RIO DE JANEIRO - Rua Visconde de Inhatima, 134 
MONTREAL - 1425, Mountain Street — CARACAS - 503 


y 504 Clara Espafia 


MADRID - Calle Principe, 12 











Autorizzazione del Tribunale di Roma No. 2159 


Stabilimento Aristide Staderini - Roma - Via Crescenzio, 2 
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